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CREDIT  CARD  REDLINING 


MONDAY,  JUNE  4,  1979 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Consumer  Affairs, 

Washington,  D.C. 

The  subcommittee  met  at  9:35  a.m.,  in  room  5302  of  the  Dirksen 
Senate  Office  Building,  Paul  E.  Tsongas  (chairman  of  the  subcom- 
mittee) presiding. 

Present:  Senators  Tsongas  and  Riegle. 

Also  present:  Senator  Levin. 

OPENING  STATEMENT  OF  SENATOR  TSONGAS 

Senator  Tsongas.  Good  morning. 

The  hearing  will  come  to  order  on  S.  15. 

To  begin  with,  I  wish  to  state  that  I  am  pleased  at  the  opportuni- 
ty to  chair  this  subcommittee  which,  in  the  past,  has  brought  forth 
such  consumer  legislation  as  the  Truth  in  Lending  Act,  the  Fair 
Credit  Reporting  Act,  the  Fair  Credit  Billing  Act,  and  the  Equal 
Credit  Opportunity  Act.  Under  my  predecessor  as  chairman,  Senator 
Riegle,  of  Michigan,  who  is  with  us  this  morning,  this  subcommittee 
developed  the  Electronic  Funds  Transfer  Act  enacted  in  1978  and  the 
Truth-in-Lending  Simplification  Act  which  was  recently  passed  by 

the  Senate.  . 

This  morning  we  begin  2  days  of  hearings  on  b.  15,  the  proposal 

to  amend  the  Equal  Credit  Opportunity  Act.  The  proposal  was 
initiated  by  Senator  Levin,  of  Michigan,  who  I  understand  is  on  his 
way. 

The  present  Equal  Credit  Opportunity  Act  became  law  in  1974 
and  was  amended  later,  in  1976.  The  law  presently  bars  discrimina- 
tion in  credit  granting  on  the  grounds  of  sex,  marital  status,  race, 
color,  religion,  national  origin,  age,  receipt  of  public  assistance,  or 
good  faith  exercise  of  consumers'  rights  under  the  Consumer  Credit 
Protection  Act. 

AMENDMENT  TO   EQUAL   CREDIT   OPPORTUNITY   ACT 

S;  15  would  amend  that  act  by  prohibiting  credit  card  grantors 
from  discriminating  against  credit  card  applicants  or  users  on  the 
basis  of  their  place  of  residence.  In  view  of  the  fact  that  nearly 
every  major  credit  card  grantor  now  employs  computer-based  credit 
scoring  systems  to  process  their  credit  card  applications,  the  hear- 
ings will  necessarily  focus  on  the  impact  of  the  credit  applicant's 
geographical  characteristics  in  these  credit-storing  systems. 

In  some  of  the  credit-storing  systems  I  have  reviewed,  the  credi- 
tor has  assigned  varying  amounts  of  points  to  an  applicant's  credit 
score,  depending  upon  the  State  or  region  of  the  country  in  which 
the  applicant  resides.  In  other  systems  the  applicants  are  assigned 
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points  on  the  basis  of  their  ZIP  code.  In  some  cases,  the  number  of 
points  lost  or  gained  by  an  applicant's  ZIP  code  can  be  very  signifi- 
cant. 

It  is  difficult  to  imagine  the  frustration  and  outrage  of  a  family 
which  has  learned  that  it  has  been  denied  access  to  credit  in  large 
part  on  the  basis  of  the  neighborhood  in  which  they  live.  What 
could  appear  more  arbitrary  and  more  impersonal.  Our  society  has 
been  taught  to  believe  that  an  individual's  creditworthiness  is  pri- 
marily related  to  their  personal  credit  history.  I  feel  certain  that 
for  anyone  who  has  any  regard  for  the  concept  of  individuality, 
reviewing  the  credit-scoring  systems  of  some  of  our  major  national 
creditors  would  be  a  chilling  experience. 

With  the  tremendous  development  and  growth  of  computer-based 
credit  scoring  systems  in  this  country  in  the  past  few  years,  more 
and  more  credit  applications— approximately  25  to  30  million 
credit  applications  in  1978— are  being  accepted  or  rejected  in  large 
part  upon  such  factors  as  the  location  of  your  home,  your  occupa- 
tional category,  and  points  assigned  for  your  type  of  employer. 

I  would  suggest  that  any  rational  relationship  between  these 
factors  and  an  individual's  creditworthiness  has  yet  to  be  proven. 
At  the  same  time,  I  am  aware  of  the  benefits  claimed  for  the  credit 
scoring,  not  only  for  creditors  as  a  more  predictive  and  less  costly 
system  than  the  traditional  judgmental  approach,  but  also  for 
credit  consumers  due  to  the  alleged  expansion  of  credit  availability 
ascribed  to  the  increased  predictiveness  of  these  systems. 

It  is  timely  that  we  are  addressing  this  issue  today,  while  the 
availability  of  credit  is  currently  plentiful.  We  are  beginning  to 
realize  that  we  may  not  be  far  away  from  a  period  in  this  Nation's 
economic  history  when  credit  may  become  increasingly  difficult  to 
secure.  It  is  not  unrealistic  to  assume  under  such  conditions  that 
access  to  credit  for  those  members  of  society  who  may  be  forced  to 
depend  upon  credit  for  such  necessities  as  gasoline  and  clothing 
may  become  particularly  acute.  It  is  therefore  with  considerable 
interest  that  we  await  the  testimony  to  be  presented  over  the  next 
2  days,  not  only  for  its  value  to  the  deliberations  of  the  subcommit- 
tee on  S.  15,  but  also  as  an  opportunity  for  our  people  to  better 
understand  the  significant  technological  development  that  has  such 
tremendous  impact  on  an  individual's  access  to  credit. 

Let  me  say,  beyond  that,  that  it  is  fascinating  to  those  of  us  who 
are  concerned  about  the  renaissance  of  our  cities  and  all  that  is 
going  into  that  process,  to  have  a  situation  that  is  counterproduc- 
tive to  that  movement.  Clearly,  if  we  are  going  to  try  to  keep 
people  in  our  cities  and  draw  them  back  in,  if  we  have  any  kind  of 
a  system  that  indeed  penalizes  people  for  their  location,  I  think  it 
is  contrary  to  what  I  would  hope  would  be  national  policy. 

Now,  Senator  Levin  is  on  his  way;  is  that  correct? 

Well,  pending  his  arrival,  I  am  going  to  introduce  into  the  record 
a  letter  sent  to  Mr.  Quinn,  of  the  committee,  signed  by  George  and 
Rose  Alford,  of  Washington,  in  regards  to  their  dilemma  over  the 
past  year.  I  will  read  that  into  the  record: 

Credit  Card  Rejection 

Dear  Mr.  Quinn:  My  husband  and  I  were  rejected  by  Amoco  Oil  Co.  for  a  credit 
card  in  August  1978.  The  reasons  for  rejection  were  stated  as  follows:  "Types  of 
credit  references  insufficient."  We  used  American  Express  and  Carte  Blanche.  Two, 


"Length  of  employment  in  relationship  to  your  age.  My  husband  was  33,  and  I  was 
32  He  had  been  employed  with  the  Justice  Department  (LEAA)  for  3  years,  and 
previously  employed  by  an  architectural  office  for  5  years  before  being  laid  off.  And 
I  had  been  employed  by  the  Justice  Department  for  3  years,  and  the  IRS  for  b  years. 
Three  their  credit  experience  in  our  immediate  geographical  area.  We  live  in  the 
Congress  Heights  area  of  Washington,  D.C.,  which  is  predominantly  black. 

At  the  time  of  our  application,  my  husband  was  a  grade  9,  and  I  was  a  grade  <  in 
the  Government.  We  are  presently  buying  our  house,  and  have  been  since  197 o.  We 
had  just  bought  a  new  car  in  1978,  and  Amoco  gas  was  one  of  the  few  that  we  could 
use  in  our  car.  This  is  what  prompted  us  to  apply  for  the  credit  card. 

After  being  turned  down  by  Amoco,  we  applied  to  Mobil  and  received  a  credit 
card  from  them  I  am  sorry  we  were  not  able  to  appear  in  person  at  the  hearing,  but 
I  hope  this  will  help  you  in  presenting  your  case.  Oh,  yes,  we  have  never  been 
turned  down  for  credit,  and,  as  far  as  we  know,  we  have  a  good  credit  record.  I  have 
not  received  a  copy  of  our  credit  record  as  of  yet. 

This  will  be  submitted  into  the  record  as  sample  No.  1  of  the 
issue  that  Senator  Levin  has  been  raising  lo  these  many  years. 
Senator  Levin,  do  you  have  a  statement? 

STATEMENT  OF  CARL  LEVIN,  U.S.  SENATOR  FROM  THE  STATE 

OF  MICHIGAN 

Senator  Levin.  Thank  you,  Mr.  Chairman. 

I  think  that  turning  your  consideration  today  to  a  bill  important 
to  consumers  throughout  the  Nation,  S.  15,  an  amendment  to  the 
Equal  Credit  Opportunity  Act,  is  an  important  step  in  this  commit- 
tee's continual  effort  to  eradicate  unfair  credit  practices.  The  Truth 
in  Lending  Act,  the  Fair  Credit  Reporting  Act,  the  Fair  Credit 
Billing  Act,  the  Equal  Credit  Opportunity  Act,  as  amended  in  1976, 
all  attest  to  this  committee's  achievement,  and  I  commend  you  on 

this  success. 

But  there  remains  a  credit  practice  grossly  inconsistent  with  this 
committee's  work.  That  is  the  consideration  of  the  location  of  one's 
residence  as  a  factor  in  determining  whether  to  issue  a  credit  card. 
There  is  no  reason  why  the  credit  habits  of  others  in  one's  zip  code, 
State,  or  region  should  be  considered.  Discrimination  on  the  basis 
of  a  person's  place  of  residence  is  plainly  unjust. 

Other  Members  of  the  U.S.  Senate  share  the  same  concern  as  to 
the  geographic  factor  discussed  in  today's  comment  against  con- 
sumers in  many  States. 

There  are  many  reasons  why  we  cannot  allow  this  practice  to 
continue.  The  stereotyping  of  people  based  on  where  they  live  is  a 
social  evil  with  disastrous  social  consequences.  If  we  allow  such 
stereotyping  to  continue,  we  will  watch  redlining  eat  up  our  unity 
as  a  people. 

This  committee  has  been  instrumental  in  formulating  legislation 
that  assures  equal  credit  opportunity.  As  long  as  a  creditworthy 
person  may  be  rejected  on  account  of  his  place  of  residence,  the 
work  is  incomplete.  The  computer  has  given  our  society  the  capa- 
bility of  making  almost  an  infinite  variety  of  statistical  correla- 
tions. The  broader  question  is:  "What  statistically  relevant  factors 
should  be  allowed  to  govern  our  lives?" 

We  have  already,  in  general,  excluded  some  considerations  such 
as  race,  religion,  sex,  age,  national  origin,  and  marital  status,  re- 
gardless of  whether  they  are  statistically  verifiable.  In  other  words, 
we  have  decided  we  won't  allow  group  racial  statistical  correlations 
to  be  considered,  even  though  they  could  be  objectively  verified. 
The  price  we  pay  for  the  small  value  obtained  is  simply  too  high. 
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So,  with  religion,  if  a  computer  tells  us  that  Lutherans  pay  their 
bills  faster  than  Presbyterians,  or  vice  versa,  we  still  say,  "Sorry, 
religious  stereotyping  is  a  social  evil.  We  will  deny  you  the  use  of 
that  information  for  that  reason.  So  with  geography.  When  people 
in  a  neighborhood  are  told  that  the  place  they  live  is  a  factor  in 
their  being  denied  credit,  that  neighborhood  is  hurt  as  well  as  the 
people  living  in  it.  Such  actions  are  self-fulfilling  prophecies  and 
predictions. 

It  is  time  to  put  an  end  to  it,  just  as  I  understand  Mobil  has 
called  an  end  to  it  2  years  after  I  called  for  a  boycott  of  Mobil  and 
months  after  I  said  I  would  ask  the  Senate  and  this  Congress  to  put 
an  end  to  consideration  of  geography  as  a  factor  in  the  issuance  of 
credit. 

Mr.  Chairman,  there  are  apparently  an  unlimited  number  of 
facts  which  computers  can  now  correlate  and  make  available. 
These  factual  correlations  are  neutral,  but  the  use  of  them  requires 
commonsense.  But  the  availability  of  computers  to  make  statistical 
correlation  is  not  the  blindest  of  social  evils  that  can  result  from 
the  unbridled  use  of  such  correlations. 

Mr.  Chairman,  I  greatly  appreciate  the  opportunity  to  sit  with 
you,  on  your  invitation. 

I  would  like  to  submit  for  the  record  now  letters  which  we  have 
received  from  34  different  individuals  throughout  this  country  and 
where  they  have  been  rejected  on  their  application  for  credit  cards 
and  where  the  location  of  their  residence  is  one  of  the  factors 
which  was  cited  by  the  companies  in  denying  them  credit. 

Senator  Tsongas.  Without  objection,  that  will  be  entered  into  the 
record. 

[Copy  of  S.  15  and  the  letters,  referred  to  follow:] 


96th  CONGRESS 
1st  Session 


S.15 


To  amend  the  Consumer  Credit  Protection  Act  to  prohibit  discrimination  on  the 
basis  of  geography  in  the  issuance  and  use  of  credit  cards. 


IN  THE  SENATE  OF  THE  UNITED  STATES 

Janiary  15,  1979 

Mr.  Levin  introduced  the  following  bill;  which  was  read  twice  and  referred  to  the 
Committee  on  Banking,  Housing,  and  Urban  Affairs 


A  BILL 


To  amend  the  Consumer  Credit  Protection  Act  to  prohibit  dis- 
crimination on  the  basis  of  geography  in  the  issuance  and 
use  of  credit  cards. 

1  Be  it  enacted  by  the  Senate  and  House  of  Representa- 

2  fives  of  the  United  States  of  America  in  Congress  assembled, 

3  That  section  701  of  the  Consumer  Credit  Protection  Act  is 

4  amended  by  adding  at  the  end  thereof  the  following: 

5  "(e)  It  shall  be  unlawful  for  a  card  issuer,  as  defined  in 

6  section  103,  to  discriminate  against  any  person  with  respect 

7  to  any  aspect  of  the  issuance  or  use  of  a  credit  card,  as  de- 

8  fined  in  section  103,  on  the  basis  of  the  place  of  residence  of 

9  that  person.". 

O 
n— e« 


6 
Companies  Using  Geography  as  a  Basis  for  Denying  Credit 


[34  cases  from  14  States] 


Mobil  Oil  Credit  Corp. 
Detroit,  Mich. — 10  applicants 
Sterling  Heights,  Mich. 

Amoco  Oil  Co. 

Detroit,  Mich. — 2  applicants 

Marietta,  Ga. 

Laurelton,  N.Y. 

Miami,  Fla. — 2  applicants 

Orlando,  Fla. 

Washington,  D.C. 

Atlanta,  Ga. 

Lake  Orion,  Mich. 

Chicago,  111. — 2  applicants 

Hartford,  Conn. 

Winter  Haven,  Fla. 


Aldens 

Sykesville,  Mo. 
Yspilanti,  Mich. 
Henderson,  Tenn. 
Jacksonville,  Fla. 
Taneytown,  Md. 
High  Point,  N.C. 

Diners  Club 
Kalamazoo,  Mich. 
Los  Angeles,  Calif. 
Akron,  Ohio 
Kansas  City,  Mo. 
Palmyna,  N.J. 


Mobil  Oil  Credit  Corp., 
Kansas  City,  Mo.,  March  25,  1977. 


Hazelton, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  your  general  geographical  location. 
Credit  experience  in  your  occupational  category. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  October  2,  1978. 

Courville, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  general  geographic  region. 
Dependent-related  financial  obligations. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  June  30,  1977. 
884  457  957  61 

Pembroke, 
Detroit,  Mich. 

Dear  Ms.  Landsberg:  We  can  certainly  understand  your  concern  about  the  al- 
leged use  of  so-called  "redlining"  practices.  In  Mobil's  case,  however,  it  simply  is  not 
true.  We  have  never  engaged  in  this  practice,  nor  do  we  condone  it. 


Mobil  has  a  rating  system  in  which  the  geographic  location  of  an  applicant  is  only 
one  of  more  than  a  dozen  pieces  of  information  used  to  score  an  application. 
Geography  alone  cannot  disqualify  an  applicant. 

Detroit  is  not  redlined  or  singled  out  in  any  way.  Under  Mobil  s  point-scoring 
system,  the  Continental  United  States  is  divided  into  16  regions.  All  of  Michigan  is 
included  in  a  region  made  up  of  three  entire  states.  So  a  person  living  in  Detroit 
gets  exactly  the  same  number  of  points  for  geographic  location  as  a  resident  of  any 
of  those  three  states. 

Although  our  system  has  proven  to  be  extremely  reliable,  we  realize  no  credit 
evaluation  system  is  infallible.  Therefore,  we  do  reevaluate  applications  upon  re- 
quest; and,  if  additional  favorable  information  is  available,  we  subsequently  approve 
credit-worthy  applicants. 

As  a  matter  of  interest,  we  would  like  to  point  out  that  Mobil  has  more  than 
200,000  credit  customers  in  Michigan,  many  of  whom  are  in  the  Detroit  area.  We 
intend  to  continue  accepting  applicants— regardles  of  location— who  meet  our  over- 
all criteria. 

Although  we  are  sorry  that  you  have  elected  to  close  your  credit  card  account,  we 
will  honor  your  decision.  Should  you  wish  to  reconsider  this  action  in  view  of  the 
above  explanation,  we  would  be  pleased  to  reopen  your  account. 

We  regret  any  misunderstanding  and  appreciate  this  opportunity  to  explain  our 
position. 

Sincerely, 

W.  B.  Blackwell, 

Credit  Manager. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  June  28,  1977. 
882   035   849   0 

Shrewsbury, 
Detroit,  Mich. 

Dear  Mrs.  Barnhart:  We  can  certainly  understand  your  concern  about  the 
alleged  use  of  so-called  "redlining"  practices.  In  Mobil's  case,  however,  it  simply  is 
not  true.  We  have  never  engaged  in  this  practice,  nor  do  we  condone  it. 

Mobil  has  a  rating  system  in  which  the  geographic  location  of  an  applicant  is  only 
one  of  more  than  a  dozen  pieces  of  information  used  to  score  an  application. 
Geography  alone  cannot  disqualify  an  applicant. 

Detroit  is  not  redlined  or  singled  out  in  any  way.  Under  Mobil's  point-scoring 
system,  the  Continental  United  States  is  divided  into  16  regions.  All  of  Michigan  is 
included  in  a  region  made  up  of  three  entire  states.  So  a  person  living  in  Detroit 
gets  exactly  the  same  number  of  points  for  geographic  location  as  a  resident  of  any 
of  those  three  states. 

Although  our  system  has  proven  to  be  extremely  reliable,  we  realize  no  credit 
evaluation  system  is  infallible.  Therefore,  we  do  reevaluate  applications  upon  re- 
quest; and,  if  additional  favorable  information  is  available,  we  subsequently  approve 
credit-worthy  applicants. 

In  closing,  we  would  like  to  point  out  that  Mobil  has  more  than  200,000  credit 
customers  in  Michigan,  many  of  whom  are  in  the  Detroit  area.  We  intend  to 
continue  accepting  applicants — regardles  of  location — who  meet  our  overall  criteria. 

We  regret  any  misunderstanding  and  appreciate  this  opportunity  to  explain  our 
position. 

Sincerely, 

W.  B.  Blackwell, 

Credit  Manager. 


Mobil  Oil  Credit  Corp. 
Kansas  City  Mo.,  July  1,  1977. 

882   691   688   7 

Chateaufort, 
Detroit,  Mich. 

Dear  Mr.  Rosen:  We  can  certainly  understand  your  concern  about  the  alleged 
use  of  so-called  "redlining"  practices.  In  Mobil's  case,  however,  it  simply  is  not  true. 
We  have  never  engaged  in  this  practice,  nor  do  we  condone  it. 
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Mobil  has  a  rating  system  in  which  the  geographic  location  of  an  applicant  is  only 
one  of  more  than  a  dozen  pieces  of  information  used  to  score  an  application. 
Geography  alone  cannot  disqualify  an  applicant. 

Detroit  is  not  redlined  or  singled  out  in  any  way.  Under  Mobil's  point-scoring 
system,  the  Continental  United  States  is  divided  into  16  regions.  All  of  Michigan  is 
included  in  a  region  made  up  of  three  entire  states.  So  a  person  living  in  Detroit 
gets  exactly  the  same  number  of  points  for  geographic  location  as  a  resident  of  any 
of  those  three  states. 

Although  our  system  has  proven  to  be  extremely  reliable,  we  realize  no  credit 
evaluation  system  is  infallible.  Therefore,  we  do  reevaluate  applications  upon  re- 
quest; and,  if  additional  favorable  information  is  available,  we  subsequently  approve 
credit-worthy  applicants. 

As  a  matter  of  interest,  we  would  like  to  point  out  that  Mobil  has  more  than 
200,000  credit  customers  in  Michigan,  many  of  whom  are  in  the  Detroit  area.  We 
intend  to  continue  accepting  applicants — regardles  of  location — who  meet  our  over- 
all criteria. 

Although  we  are  sorry  that  you  have  elected  to  close  your  credit  card  account,  we 
will  honor  your  decision.  Should  you  wish  to  reconsider  this  action  in  view  of  the 
above  explanation,  we  would  be  pleased  to  reopen  your  account. 

We  regret  any  misunderstanding  and  appreciate  this  opportunity  to  explain  our 
position. 

Sincerely, 

W.  B.  Blackwell, 

Credit  Manager. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  April  20,  1977. 

Chalwers, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  your  general  geographical  location. 

Credit  experience  with  persons  having  your  auto  ownership  and  auto  age 
pattern. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  May  17,  1977. 

James  M.  McDonald, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  your  general  geographical  location. 

Our  credit  experience  with  your  period  of  employment  is  less  favorable  than 
those  shorter  or  longer. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  June  28,  1977. 

Clifton  Merritt, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  general  geographical  location. 
No  other  oil  card,  or  insufficient  combination  cf  other  credit  references. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  April  20,  1977. 

Frank  H.  Joyce, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  your  general  geographical  location. 

Credit  experience  with  persons  having  your  auto  ownership  and  auto  age 
pattern. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  September  14,  1977. 

Karen  S.  Schaub, 
Sterling  Heights,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  general  geographical  region. 
Credit  experience  in  occupational  category. 


Mobil  Oil  Credit  Corp., 
Kansas  City  Mo.,  May  17,  1977. 
James  M.  McDonald, 
Detroit,  Mich.: 

Thank  you  for  your  request  for  a  mobil  credit  card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicate  credit  performance.  The  values  assigned  to  these 
characteristics  are  then  applied  to  the  responses  given  on  each  application,  thereby, 
producing  an  overall  score.  Each  applicant's  composite  score  is  then  compared  to 
what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 
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The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system;  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  your  general  geographical  location. 

Our  credit  experience  with  your  period  of  employment  is  less  favorable  than 
those  shorter  or  longer. 


Diners  Club, 
Denver,  Colo.,  April  4,  1978. 

0733208 

Akron,  Ohio. 

Dear :  We  are  sorry  to  inform  you  that  we  cannot  approve  your  application 

for  Diners  Club  membership  at  this  time.  Our  decision  was  based  solely  on  the 
information  you  provided  in  you  application.  No  one  item  of  information,  considered 
by  itself,  influenced  this  decision. 

By  way  of  explanation,  Diners  Club  utilizes  a  credit  scoring  system  that  evaluates 
credit  worthiness  by  assigning  weights  (points)  to  the  information  provided  by  an 
applicant.  The  point  values  assigned  are  then  totaled  and  the  sum  (score)  is  com- 
pared against  a  minimum  score  level  below  which  our  experience  indicates  we  could 
expect  an  unacceptably  high  ratio  of  unprofitable  accounts.  In  your  case,  the  total 
score  achieved  was  below  this  minimum. 

It  is  important  you  understand  that  the  point  value  assigned  an  item  of  informa- 
tion is  indicative  only  of  our  experience  with  Diners  Club  members.  Keeping  this  in 
mind,  we  have  indicated  below  those  items  of  information  assigned  a  lower  than 
average  point  value  by  our  system: 
Geographic  Area  of  Residence; 
Years  at  Residence; 
Residence  Area  Code  Classification; 
Annual  Income; 
Length  of  Employment; 
Types  of  Credit  References. 
As  with  all  scientific  systems  which  are  designed  to  predict  group  performance, 
some  potentially  good  accounts  are  turned  away.  This  is  unavoidable  but  experience 
indicates  that  our  system  permits  us  to  make  a  fair,  equitable  and  objective  evalua- 
tion for  approval  of  our  type  account  and,  at  the  same  time,  predict  with  reasonable 
certainty  whether  and  applicant  will  be  a  satisfactory  account  with  us. 
Thank  you  for  your  interest  in  Diners  Club. 
Sincerely, 

J.  Flint, 
New  Accounts  Supervisor. 


Diners  Club, 
Los  Angeles,  Calif.,  August  7,  1978. 

2064163 

Los  Angeles,  Calif. 

Dear :  We  are  sorry  to  inform  you  that  we  cannot  approve  your  application 

for  Diners  Club  membership  at  this  time.  Our  decision  was  based  solely  on  the 
information  you  provided  in  you  application.  No  one  item  of  information,  considered 
by  itself,  influenced  this  decision. 

By  way  of  explanation,  Diners  Club  utilizes  a  credit  scoring  system  that  evaluates 
credit  worthiness  by  assigning  weights  (points)  to  the  information  provided  by  an 
applicant.  The  point  values  assigned  are  then  totaled  and  the  sum  (score)  is  com- 
pared against  a  minimum  score  level  below  which  our  experience  indicates  we  could 
expect  an  unacceptably  high  ratio  of  unprofitable  accounts.  In  your  case,  the  total 
score  achieved  was  below  this  minimum. 

It  is  important  you  understand  that  the  point  value  assigned  an  item  of  informa- 
tion is  indicative  only  of  our  experience  with  Diners  Club  members.  Keeping  this  in 
mind,  we  have  indicated  below  those  items  of  information  assigned  a  lower  than 
average  point  value  by  our  system: 

Years  at  Residence; 

Number  of  Dependents; 

Bank  Card  References; 

Residence  Area  Code  Classification; 

Source(s)  of  Other  Income; 

Savings  &  Loan  References. 
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As  with  all  scientific  systems  which  are  designed  to  predict  group  performance, 
some  potentially  good  accounts  are  turned  away.  This  is  unavoidable  but  experience 
indicates  that  our  system  permits  us  to  make  a  fair,  equitable  and  objective  evalua- 
tion for  approval  of  our  type  account  and,  at  the  same  time,  predict  with  reasonable 
certainty  whether  and  applicant  will  be  a  satisfactory  account  with  us. 
Thank  you  for  your  interest  in  Diners  Club. 
Sincerely, 

J.  Redford, 
Credit  Department. 


Diners  Club, 
Denver,  Colo.,  June  9,  1978. 

1453273 

Kansas  City,  Mo. 

Dear :  We  are  sorry  to  inform  you  that  we  cannot  approve  your  application 

for  Diners  Club  membership  at  this  time.  Our  decision  was  based  solely  on  the 
information  you  provided  in  you  application.  No  one  item  of  information,  considered 
by  itself,  influenced  this  decision. 

By  way  of  explanation,  Diners  Club  utilizes  a  credit  scoring  system  that  evaluates 
credit  worthiness  by  assigning  weights  (points)  to  the  information  provided  by  an 
applicant.  The  point  values  assigned  are  then  totaled  and  the  sum  (score)  is  com- 
pared against  a  minimum  score  level  below  which  our  experience  indicates  we  could 
expect  an  unacceptably  high  ratio  of  unprofitable  accounts.  In  your  case,  the  total 
score  achieved  was  below  this  minimum. 

It  is  important  you  understand  that  the  point  value  assigned  an  item  of  informa- 
tion is  indicative  only  of  our  experience  with  Diners  Club  members.  Keeping  this  in 
mind,  we  have  indicated  below  those  items  of  information  assigned  a  lower  than 
average  point  value  by  our  system: 
Applicant's  Age; 
Geographic  Area  of  Residence; 
Annual  Income; 
Length  of  Employment; 
Types  of  Credit  References; 
Finance  Company  Loan(s). 
As  with  all  scientific  systems  which  are  designed  to  predict  group  performance, 
some  potentially  good  accounts  are  turned  away.  This  is  unavoidable  but  experience 
indicates  that  our  system  permits  us  to  make  a  fair,  equitable  and  objective  evalua- 
tion for  approval  of  our  type  account  and,  at  the  same  time,  predict  with  reasonable 
certainty  whether  and  applicant  will  be  a  satisfactory  account  with  us. 
Thank  you  for  your  interest  in  Diners  Club. 
Sincerely, 

J.  Flint, 
New  Accounts  Supervisor. 


Diners  Club, 
Denver,  Colo.,  June  15,  1978. 

1532208 
Palmyna,  N.J. 

Dear :  We  are  sorry  to  inform  you  that  we  cannot  approve  your  application 

for  Diners  Club  membership  at  this  time.  Our  decision  was  based  solely  on  the 
information  you  provided  in  you  application.  No  one  item  of  information,  considered 
by  itself,  influenced  this  decision. 

By  way  of  explanation,  Diners  Club  utilizes  a  credit  scoring  system  that  evaluates 
credit  worthiness  by  assigning  weights  (points)  to  the  information  provided  by  an 
applicant.  The  point  values  assigned  are  then  totaled  and  the  sum  (score)  is  com- 
pared against  a  minimum  score  level  below  which  our  experience  indicates  we  could 
expect  an  unacceptably  high  ratio  of  unprofitable  accounts.  In  your  case,  the  total 
score  achieved  was  below  this  minimum. 

It  is  important  you  understand  that  the  point  value  assigned  an  item  of  informa- 
tion is  indicative  only  of  our  experience  with  Diners  Club  members.  Keeping  this  in 
mind,  we  have  indicated  below  those  items  of  information  assigned  a  lower  than 
average  point  value  by  our  system: 

Applicant's  Age; 

Geographic  Area; 

Occupation  Classification; 
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Type  of  Banking  References. 
As  with  all  scientific  systems  which  are  designed  to  predict  group  performance, 
some  potentially  good  accounts  are  turned  away.  This  is  unavoidable  but  experience 
indicates  that  our  system  permits  us  to  make  a  fair,  equitable  and  objective  evalua- 
tion for  approval  of  our  type  account  and,  at  the  same  time,  predict  with  reasonable 
certainty  whether  and  applicant  will  be  a  satisfactory  account  with  us. 
Thank  you  for  your  interest  in  Diners  Club. 
Sincerely, 

J.  Flint, 
New  Accounts  Supervisor. 


Diners  Club, 
Denver,  Colo.,  September  24,  1977. 

2383345 

Kalamazoo,  Mich. 

Dear :  We  are  sorry  to  inform  you  that  we  cannot  approve  your  application 

for  Diners  Club  membership  at  this  time.  Our  decision  was  based  solely  on  the 
information  you  provided  in  you  application.  No  one  item  of  information,  considered 
by  itself,  influenced  this  decision. 

By  way  of  explanation,  Diners  Club  utilizes  a  credit  scoring  system  that  evaluates 
credit  worthiness  by  assigning  weights  (points)  to  the  information  provided  by  an 
applicant.  The  point  values  assigned  are  then  totaled  and  the  sum  (score)  is  com- 
pared against  a  minimum  score  level  below  which  our  experience  indicates  we  could 
expect  an  unacceptably  high  ratio  of  unprofitable  accounts.  In  your  case,  the  total 
score  achieved  was  below  this  minimum. 

It  is  important  you  understand  that  the  point  value  assigned  an  item  of  informa- 
tion is  indicative  only  of  our  experience  with  Diners  Club  members.  Keeping  this  in 
mind,  we  have  indicated  below  those  items  of  information  assigned  a  lower  than 
average  point  value  by  our  system: 
Years  at  Residence; 
Residence  Area  Code  Classification; 
Annual  Income; 
Length  of  Employment; 
Types  of  Credit  References. 
As  with  all  scientific  systems  which  are  designed  to  predict  group  performance, 
some  potentially  good  accounts  are  turned  away.  This  is  unavoidable  but  experience 
indicates  that  our  system  permits  us  to  make  a  fair,  equitable  and  objective  evalua- 
tion for  approval  of  our  type  account  and,  at  the  same  time,  predict  with  reasonable 
certainty  whether  and  applicant  will  be  a  satisfactory  account  with  us. 
Thank  you  for  your  interest  in  Diners  Club. 
Sincerely, 

J.  Flint, 
New  Accounts  Supervisor. 


Aldens, 
Chicago,  III,  January  13,  1979. 

Ypsilante,  Mich. 

Dear  Applicant:  In  reviewing  your  application,  Aldens  used  a  credit  scoring 
system  that  is  based  on  our  experience  with  other  applicants.  This  system  assigns 
points  to  various  items  of  information  on  your  application.  We  scored  the  informa- 
tion which  you  supplied  in  your  application,  totaled  the  points  and  found  that  you 
did  not  achieve  the  minimum  score  required  for  purchses  in  the  amount  requested 
by  your  order. 

We  have   listed  below  the  four  factors  which   most  significantly  affected  our 
decision  to  deny  your  application  for  credit. 
Statement  of  Reasons  for  Initial  Credit  Denial: 
Employment — Length; 
Geographical  Delinquency  Rating; 
Age  Group; 
Residence — Renting. 
We  recognize  that  our  credit  scoring  system  is  only  a  screening  process.  If  you  will 
please  return  your  original  order  to  my  attention,  we  will  then  secure  a  consumer 
credit  report  from  your  local  credit  bureau  in  order  to  ascertain  your  full  credit 
history. 
Thank  you  for  the  opportunity  to  serve  you. 

Charles  Arthur, 
New  Account  Manager. 
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Aldens, 
Chicago,  III.,  December  4,  1978. 

Jacksonville,  Fla. 

Dear  Applicant:  In  reviewing  your  application,  Aldens  used  a  credit  scoring 
system  that  is  based  on  our  experience  with  other  applicants.  This  system  assigns 
points  to  various  items  of  information  on  your  application.  We  scored  the  informa- 
tion which  you  supplied  in  your  application,  totaled  the  points  and  found  that  you 
did  not  achieve  the  minimum  score  required  for  purchses  in  the  amount  requested 
by  your  order. 

We  have  listed   below  the  four  factors  which   most  significantly  affected  our 
decision  to  deny  your  application  for  credit. 
Statement  of  Reasons  for  Initial  Credit  Denial: 
Geographical  Delinquency  Rating; 
Telephone — No  telephone  in  residence; 
Other— Family  size;  Occupation. 
We  recognize  that  our  credit  scoring  system  is  only  a  screening  process.  If  you 
will  please  return  your  original  order  to  my  attention,  we  will  then  secure  a  consum- 
er credit  report  from  your  local  credit  bureau  in  order  to  ascertain  your  full  credit 
history. 
Thank  you  for  the  opportunity  to  serve  you. 

Charles  Arthur, 
New  Account  Manager. 


Aldens, 
Chicago,  III,  November  2,  1977. 

Hendersonville,  Tenn. 

Dear  Customer:  All  new  credit  account  applications  are  reviewed  under  a  credit 
evaluation  system  based  on  our  experience  in  granting  credit  to  potential  appli- 
cants. 

Your  original  order  did  not  initially  qualify  under  our  system  for  the  following 
reason(s). 
Statement  of  Reasons  for  Initial  Credit  Denial: 
References — Type  of  credit  reference; 

Other— Age;  Geographical  Delinquency  Rate;  Number  of  items  involved. 
We  recognize  that  our  credit  evaluation  system  is  only  a  screening  process.  If  you 
will  please  return  your  original  order  to  my  attention*  we  will  then  secure  a 
consumer  credit  report  from  your  local  credit  bureau  in  order  to  ascertain  your  full 
credit  history. 

Should  you  have  any  questions  concerning  our  decision,  please  refer  to  the  above 
file  number  when  writing. 
Thank  you  for  the  opportunity  to  serve  you. 

Charles  Arthur, 
New  Account  Manager. 


Aldens, 
Chicago,  III,  October  U,  1978. 

Sykesville,  Mo. 

Dear  Applicant:  In  reviewing  your  application,  Aldens  used  a  credit  scoring 
system  that  is  based  on  our  experience  with  other  applicants.  This  system  assigns 
points  to  various  items  of  information  on  your  application.  We  scored  the  informa- 
tion which  you  supplied  in  your  application,  totaled  the  points  and  found  that  you 
did  not  achieve  the  minimum  score  required  for  purchses  in  the  amount  requested 
by  your  order. 

We  have  listed  below  the  four  factors  which   most  significantly  affected  our 
decision  to  deny  your  application  for  credit. 
Statement  of  Reasons  for  Initial  Credit  Denial: 
References — Type  of  credit  reference; 
Geographical  Delinquency  Rating; 
Age  Group; 
Residence — Time  at  current  address. 
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We  recognize  that  our  credit  scoring  system  is  only  a  screening  process.  If  you  will 
please  return  your  original  order  to  my  attention,  we  will  then  secure  a  consumer 
credit  report  from  your  local  credit  bureau  in  order  to  ascertain  your  full  credit 
history. 
Thank  you  for  the  opportunity  to  serve  you. 

Charles  Arthur, 
New  Account  Manager. 


Aldens, 
Chicago,  III,  June  6,  1978. 

HlGHPOINT,  N.C. 

Dear  Applicant:  In  reviewing  your  application,  Aldens  used  a  credit  scoring 
system  that  is  based  on  our  experience  with  other  applicants.  This  system  assigns 
points  to  various  items  of  information  on  your  application.  We  scored  the  informa- 
tion which  you  supplied  in  your  application,  totaled  the  points  and  found  that  you 
did  not  achieve  the  minimum  score  required  for  purchases  in  the  amount  requested 
by  your  order. 

We  have  listed  below  the  four  factors  which  most  significantly  affected  our 
decision  to  deny  your  application  for  credit. 
Statement  of  Reasons  for  Initial  Credit  Denial: 
References — Type  of  credit  reference; 
Geographical  Delinquency  Rating; 
Age  Group; 
Other — family  size. 
We  recognize  that  our  credit  scoring  system  is  only  a  screening  process.  If  you  will 
please  return  your  original  order  to  my  attention,  we  will  then  secure  a  consumer 
credit  report  from  your  local  credit  bureau  in  order  to  ascertain  your  full  credit 
history. 

Thank  you  for  the  opportunity  to  serve  you. 

Charles  Arthur, 
New  Account  Manager. 


Aldens, 
Chicago,  III.,  November  18,  1978. 

Taneytown,  Md. 

Dear  Applicant:  In  reviewing  your  application,  Aldens  used  a  credit  scoring 
system  that  is  based  on  our  experience  with  other  applicants.  This  system  assigns 
points  to  various  items  of  information  on  your  application.  We  scored  the  informa- 
tion which  you  supplied  in  your  application,  totaled  the  points  and  found  that  you 
did  not  achieve  the  minimum  score  required  for  purchases  in  the  amount  requested 
by  your  order. 

We  have   listed  below  the  four  factors  which  most  significantly  affected  our 
decision  to  deny  your  application  for  credit. 
Statement  of  Reasons  for  Initial  Credit  Denial: 
References — Lack  of  credit  references; 
Geographical  Delinquency  Rating; 
Age  Group; 

Residence — Time  at  current  address. 
We  recognize  that  our  credit  scoring  system  is  only  a  screening  process.  If  you  will 
please  return  your  original  order  to  my  attention,  we  will  then  secure  a  consumer 
credit  report  from  your  local  credit  bureau  in  order  to  ascertain  your  full  credit 
history. 
Thank  you  for  the  opportunity  to  serve  you. 

Charles  Arthur, 
New  Account  Manager. 
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[DEFENDANTS  EXHIBIT  D-6] 

Amoco  Oil  Co., 
New  Accounts  Center, 
Claire  Cherry,  Oak  Park,  III.,  August  20,  1977. 

Atlanta,  Ga.  .         ,  e 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  tor 

^rS^cTd^^I^STiudy-.  of  the  information  you  provided. 
Whife  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 

Level  of  income; 

Type  of  bank  references;  . 

Our  credit  experience  in  your  immediate  geographical  area. 

Thank  you  for  your  interest.  ^  AccouNTS  AppROVAL  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
PiCadillv,  Oak  Park,  III,  June  24,  1977. 

Detroit,  Mich.  . 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application.  n      •■   , 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Length  of  time  at  residence. 
Your  occupation. 

Thank  vou  for  your  interest. 

nidiin-jr  j  New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
pARKVIEW>  Oak  Park,  III,  May  19,  1977. 

Detroit,  Mich. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 
Your  occupation. 
Our  credit  experience  in  your  immediate  geographical  area. 

Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Parkview,  Oak  Park,  III,  June  1,  1977. 

Detroit,  Mich. 

Dear  Applicant:  Your  inquiry  regarding  the  reason(s)  for  our  action  on  your 
credit  card  application  has  been  reviewed. 

Again,  we  must  inform  you  that  the  information  provided  does  not  justify  the 
establishing  of  an  account  at  this  time. 

By  comparing  your  answers,  separately  and  in  combination,  with  similar  answers 
given  by  our  past  and  present  cardholders,  we  are  able  to  predict  the  probability  of 
repayment;  and,  therefore,  arrive  at  the  principal  reason(s)  for  our  decision. 

Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 
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Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  July  29,  1977. 

Winter  Haven,  Fla. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 
No  home  telephone  number  provided. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  August  26,  1977. 

Miami,  Fla. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  regarding  the  reasons  for  our 
action  on  your  credit  card  application. 

We  find  that  our  initial  interpretation  of  the  following  item(s)  were  the  principal 
reasons  for  our  action: 

Insufficient  credit  references. 
Your  occupation. 

Our  credit  experience  in  your  immediate  geographical  area. 
However,  upon  reevaluation,  we  approved  your  request.  You  will  receive  your 
credit  card(s)  under  separate  cover. 
Thank  you  for  calling  this  matter  to  our  attention. 

New  Accounts  Approval. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  August  20,  1977. 

Miami,  Fla. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references; 
Type  of  bank  references; 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 

New  Accounts  Center, 

Oak  Park,  III,  November  7,  1977. 

Orlando,  Fla. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 
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Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III.,  June  21,  1977. 

Marietta,  Ga. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 
Level  of  income. 
Our  credit  experience  in  your  immediate  geographical  area. 

Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III.,  August  20,  1977. 

Laurelton,  N.Y. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Type  of  bank  references. 
Length  of  time  at  residence. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  June  22,  1977. 

Lake  Orion,  Mich. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  July  U  1977. 

Washington,  D.C. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Level  of  income. 
Amount  of  other  income. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 
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December  15,  1977. 

Re  New  Account  Approval  Department. 

Amoco  Oil  Co. 

New  Account  Center, 

P.O.  Box  2154,  Oak  Park,  III. 

Sirs:  Regarding  your  refusing  to  issue  credit  on  the  basis  of  my  Level  of  Income, 
Type  of  Bank  References  and  Your  Credit  Experience  in  my  Geographical  Area. 

I  am  demanding  a  review  of  my  records.  I  am  an  LPN  employed  by  River  Manor 
Health  Related  Facility,  weekly  salary  $230.00.  My  wife  is  employed  by  Flatbush 
General  Hospital  as  an  RN,  weekly  salary  $260.  My  major  credit  cards  are  Ameri- 
can Express  #3710  333083  41009,  VISA  #4225  933  206111,  Master  Charge  #5217 
1066  618769,  Abraham  &  Strauss  #593-3-775— #596-30-399,  Macy's  #133-79-828, 
Playboy  6  204  268,  Friendly  Frost  Inc.  183  3249  R64480,  (illegible),  and  many  other 
department  store  credits.  My  spouse's  credit  cards  are  Citibank  Master  Charge 
#5218  0062  933  387,  Macy's  #175-55-086,  Abraham  &  Strauss  #531-35-230.  Our 
account  #066-22683  at  Man.  Han.  Trust,  checking  account  #5-43251  at  Man.  Han. 
Trust,  loan  account  #082743499  at  Man.  Han.  Trust— all  paid. 

I  was  never  turned  down  by  anyone  to  whom  I  applied  for  credit.  Maybe  my  level 
of  income  or  type  of  bank  references  at  that  particular  time.  We  all  have  ups  and 
downs  in  life  but  I  look  forward  in  life  and  I  stated  before  I  am  an  LPN  and  my  wife 
is  an  RN,  one  daughter.  Don't  give  me  that  bull  about,  "Your  credit  experience  in 
my  geographical  area."  You  know  what  you  can  do  with  that!!  Tell  me  I  am  black. 
We  can  certainly  make  it  with  what  we  have. 

I  will  continue  to  do  what  I  can.  I  will  not  stop.  I  am  not  afraid.  Discrimination  in 
1977. 

Sincerely, 

You  can  flush  it — who  cares. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  June  21,  1977. 

Hartford,  Conn. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 
Your  occupation. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  June  21,  1977. 

Chicago,  III. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Level  of  income. 
Type  of  bank  references. 

Our  credit  experience  in  your  immediate  geographical  area. 
Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 
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Amoco  Oil  Co., 
New  Accounts  Center, 
Oak  Park,  III,  April  25,  1977. 

Chicago,  III. 

Dear  Applicant:  Thank  you  for  your  recent  inquiry  requesting  the  reasons  for 
our  action  on  your  credit  card  application. 

We  based  our  decision  on  a  careful  analysis  of  the  information  you  provided. 
While  no  single  item  of  information  led  to  our  decision  not  to  approve  your  applica- 
tion, the  following  were  principal  reasons  for  our  action: 
Insufficient  credit  references. 
Insufficient  income. 
Our  credit  experience  in  your  immediate  geographical  area. 

Thank  you  for  your  interest. 

New  Accounts  Approval  Department. 


131  Forrester  St.  S.W. 
Washington,  D.C.,  May  30,  1979. 

Mr.  John  Quinn, 

Senate  Banking  Committee 

Dirksen  Office  Building,  Washington,  D.C. 

Dear  Mr.  Quinn:  My  husband  and  I  were  rejected  by  Amoco  Oil  Company  for  a 
credit  card  in  August,  1978.  The  reasons  for  rejection  were  stated  as  follows:  (1) 
Types  of  credit  references— insufficient  (we  used  American  Express  and  Carte 
Blanche);  (2)  Length  of  employment  in  relationship  to  your  age  (my  husband  was  33 
and  I  was  32;  he  had  been  employed  with  the  Justice  Department  LEAA  for  years 
and  previously  employed  by  a  Architectural  office  for  5  years  before  being  laid  off 
and  I  had  been  employed  by  the  Justice  Department  for  3  years  and  I.R.S.  for  6 
years.);  (3)  Their  credit  experience  in  our  immediate  geographical  area  (we  live  in 
the  Congress  Heights  Area  of  Washington,  D.C,  which  is  predominately  black). 

At  the  time  of  our  application,  my  husband  was  a  Grade  9  and  I  was  a  Grade  7  in 
the  Government.  We  are  presently  buying  our  house  and  have  been  since  1975.  We 
had  just  bought  a  new  car  in  1978  (Spring)  and  Amoco  Gas  was  one  of  the  few  that 
we  could  use  in  our  car;  this  is  what  prompted  us  to  apply  for  the  credit  card.  After 
being  turned  down  by  Amoco,  we  applied  to  Mobile  and  received  a  credit  card  from 
them. 

I  am  sorry  we  were  not  able  to  appear  in  person  at  the  hearing,  but  I  hope  this 
will  help  you  in  presenting  your  case.  Oh  yes,  we  have  never  been  turned  down  for 
credit  and  as  far  as  we  know  we  have  a  good  credit  record.  I  have  not  received  a 
copy  of  our  credit  record  as  of  yet. 
Sincerely, 

George  and  Rose  E.  Alford,  Jr. 

Senator  Levin.  Thank  you. 
Senator  Tsongas.  Senator  Riegle. 

OPENING  STATEMENT  OF  SENATOR  RIEGLE 

Senator  Riegle.  Senator  Tsongas,  I  want  to  welcome  you  as 
chairman  of  the  subcommittee  and  congratulate  you  for  your  lead- 
ership in  moving  ahead  on  this  issue  and  others.  It  was  my  pleas- 
ure and  privilege,  as  you  know,  to  be  the  chairman  of  the  subcom- 
mittee for  the  previous  2  years,  and  have  now  taken  over  the 
Economic  Stabilization  Subcommittee.  I  am  delighted  that  this  sub- 
committee is  in  your  hands. 

Let  me  also  congratulate  Senator  Levin  for  his  leadership  on  the 
credit  card  redlining  issue.  I  think  this  is  clearly  a  key  issue  where 
action  is  long  overdue.  I  think  the  bill  that  has  been  drafted  may 
or  may  not  be  the  one  finally  reported,  but  I  am  hopeful  that  out  of 
the  hearing  record  will  come  specific  recommendations  that  will 
make  sense,  so  that  we  can  finally  have  a  formulation  that  not 
only  can  pass  the  Senate  but  can  pass  the  House  as  well. 
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I  think  it  is  essential  that  this  legislation  move  ahead.  I  want  to 
congratulate  Senator  Levin  for  his  leadership  on  this  issue  over  a 
long  period  of  time  and  for  bringing  this  issue  forward  at  this  time 
before  the  Banking  Committee.  I,  like  both  of  you,  am  very  anxious 
to  hear  what  our  witnesses  have  to  say. 

Senator  Tsongas.  I  think  Senator  Levin  and  I  really  appreciate 
being  Senators.  , 

Senator  Riegle.   You   have  got  your  coat  off.   That  s  a  stride 

forward.  .  j-.lv 

Senator  Tsongas.  I  know.  Senator  Levin  gave  me  credit  earlier 
than  you  did— last  year— which,  I  think,  is  a  very  healthy  ap- 
proach. [Laughter.]  . 

So  why  don't  we  get  on  with  Mr.  Robert  Schwind,  who  is  a 
lawyer  from  Atlanta,  and  Mrs.  Aileen  Selick,  who  is  from  Detroit. 
But  let  us  insert  in  the  record  first  a  statement  of  Senator 
Armstrong  of  Colorado  and  of  this  subcommittee.  Senator  Arm- 
strong is  unable  to  attend  this  day's  hearings  because  of  other 
commitments,  so  we'll  insert  his  statement  as  though  read. 

OPENING  STATEMENT  OF  SENATOR  ARMSTRONG 

Senator  Armstrong.  S.  15,  the  bill  we  are  discussing  today, 
would  prohibit  creditors  from  denying  credit  because  of  an  appli- 
cant's place  of  residence.  The  bill  only  affects  the  issuance  of  credit 

Before  such  legislation  is  enacted,  this  subcommittee  should  first 
determine  the  extent  of  the  problems  S.  15  seeks  to  address.  My 
instincts  tell  me  this  legislation  may  not  be  necessary.  I  doubt 
whether  discrimination  solely  on  the  basis  of  geography  exists  to 
any  great  degree.  And  it  would  seem  that  if  such  discrimination 
existed,  competing  creditors  would  move  relatively  quickly  to 
remedy  the  problem. 

Frankly,  it  has  been  my  impression  that  the  major  credit  prob- 
lem today  is  not  denying  credit.  I  sense  the  problem  is  exactly  the 
reverse:  Major  retailers  are  bending  over  backwards  to  extend 
credit  to  virtually  anyone  who  meets  minimal  qualifications. 

Another  concern  I  have  is  this:  S.  15,  as  now  drafted,  would  force 
creditors  to  extend  credit  outside  their  traditional  trade  areas  and 
to  areas  where  they  are  unable  to  service  a  debtor's  account. 

Finally,  it's  possible  this  legislation  conflicts  with  another  Feder- 
al law.  The  Community  Reinvestment  Act  of  1977  encourages  fi- 
nancial institutions  to  meet  the  credit  needs  of  their  communities. 
This  essentially  requires  discrimination  in  favor  of  a  creditor's 
community.  This  is  credit  discrimination,  and  possibly  prohibited 
under  S.  15. 

I  welcome  these  hearings.  I  am  sure  they  will  shed  light  on  these 
and  other  concerns  I  have  about  this  legislation. 

STATEMENTS  OF  ROBERT  L.  SCHWIND,  ATLANTA,  GA.,  AND 
AILEEN  SELICK,  DETROIT,  MICH. 

Mr.  Schwind.  Gentlemen  of  the  panel,  my  name  is  Robert  L. 
Schwind.  I  am  an  attorney  from  Atlanta,  Ga.  I  represent  Mrs. 
Clare  Cherry,  a  white  woman  who  owns  her  home  and  resides  in 
U.S.  postal  ZIP  code  area  30310,  a  black  majority  area  in  the 
southwestern  quadrant  of  Atlanta,  Ga. 
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Mrs.  Cherry  earns  about  $14,000  a  year  and  has  been  employed 
by  the  same  employer  for  many  years  as  a  typesetter.  She  enjoys 
good  credit  references  in  the  Atlanta  area  and  takes  pride  in  her 
ability  to  honor  her  obligations  to  her  creditors. 

GEOGRAPHICAL   AREA 

In  June  1977  Mrs.  Cherry  applied  to  Amoco  Oil  Co.  for  a  credit 
card  and  was  denied.  Upon  her  further  inquiry,  Amoco  gave  as  a 
principal  reason  for  such  denial  Amoco's  credit  experience  in  Mrs. 
Cherry's  immediate  geographical  area.  Mrs.  Cherry  consulted  legal 
counsel  and  was  informed  that  she  might  have  a  cause  of  action 
under  the  Equal  Credit  Opportunity  Act  on  the  grounds  that  geo- 
graphical discrimination  in  the  allocation  of  credit  may  have  the 
effect  of  discriminating  on  the  basis  of  race,  given  the  segregated 
nature  of  housing  in  Atlanta. 

Suit  was  filed,  and  discovery  disclosed  that  the  term  "immediate 
geographical  area,"  as  used  by  Amoco,  meant  ZIP  code.  In  addition, 
Amoco  disclosed  the  other  ZIP  codes  in  the  Atlanta  area  similarly 
proscribed  in  its  credit  point  scoring  system.  It  was  apparent  to  me 
from  a  view  of  the  ZIP  code  map  of  Atlanta  that  most  blacks  in  the 
Atlanta  area  were  living  in  the  proscribed  ZIP  code  areas.  But  to 
verify  this,  we  employed  Robert  E.  Snow,  a  research  sociologist  and 
statistician  employed  at  the  College  of  Urban  Life  of  Georgia  State 
University. 

Mr.  Snow  undertook  a  study  of  the  demography  of  the  Atlanta 
area  and  the  relationship  between  residence  in  the  proscribed  ZIP 
codes  and  race.  He  concluded  that  the  proscribed  ZIP  codes  bearing 
the  303  prefix  contained  73.3  percent  of  the  nonwhite  population  of 
the  seven-county  metropolitan  area  and  only  23.85  percent  of  the 
same  area's  whites. 

In  addition,  he  was  able  to  demonstrate  a  significantly  reliable 
and  predictive  relationship  between  the  percentage  of  credit  appli- 
cations denied  and  the  nonwhite  population  of  each  proscribed  ZIP 
code.  Stated  otherwise,  as  the  percentage  of  blacks  in  a  proscribed 
ZIP  code  increased,  so  also  did  the  percentage  of  applications 
denied. 

It  is  our  contention  that  ZIP  code  discrimination  as  proscribed  by 
Amoco  has  the  practical  effect  of  discriminating  on  the  basis  of 
race,  given  the  essentially  segregated  nature  of  housing  in  Atlanta. 
We  believe  that  this  meets  the  effects  test  for  determining  the 
existence  of  prohibited  discrimination. 

In  its  statement  of  public  policy  with  reference  to  the  Equal 
Credit  Opportunity  Act,  your  committee  declared  as  follows:  "The 
committee  believes  it  must  be  established  as  clear  national  policy 
that  no  credit  applicant  shall  be  denied  the  credit  he  or  she  needs 
or  wants  on  the  basis  of  characteristics  that  have  nothing  to  do 
with  his  or  her  creditworthiness."  This  is  Senate  Report  No.  94- 
589,  1976  United  States  Code,  Congressional  and  Administrative 
News,  page  405. 

We  contend  that  Mrs.  Cherry  and  all  other  Atlantans  are  enti- 
tled to  be  judged  on  the  basis  of  her  or  their  creditworthiness.  She 
ought  not  to  be  prejudiced  in  her  search  for  credit  because  of 
Amoco's  experience  with  many  of  her  neighbors.  This,  gentlemen, 
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is  what  your  committee  intended  to  achieve  in  enacting  the  law  in 
the  first  place. 

For  the  committee's  information,  I  have  negotiated  with  Amoco's 
counsel  in  an  effort  to  settle  our  lawsuit  upon  payment  of  legal 
expenses,  a  token  cash  settlement  for  Mrs.  Cherry's  and  complete 
abandonment  of  the  use  of  ZIP  codes  in  Amoco's  point  scoring 
system.  Amoco  has  not  responded. 

We  have  also  furnished  the  committee  with  copies  of  the  briefs 
and  affidavits  used  in  our  effort  to  defeat  Amoco's  motion  for 
summary  judgment.  These  briefs  set  out  our  position  in  greater 
detail  than  is  permitted  here  today. 

I  have  one  additional  comment,  and  that's  in  connection  with  the 
proposed  legislation  itself,  S.  15.  I  notice  that  the  copy  of  the  bill 
that  I  have  purports  to  amend  the  Consumer  Credit  Protection  Act 
in  connection  with  the  issuance  and  use;  that  is,  to  prohibit  dis- 
crimination on  the  basis  of  geography  in  the  issuance  and  use  of 
credit  cards. 

CREDIT  WITHOUT  CREDIT  CARDS 

I  would  submit  to  the  committee  that  I  think  that  this  proposed 
bill  ought  to  be  amended  to  prohibit  discrimination  on  the  basis  of 
geography  in  the  granting  of  credit,  by  whatever  means,  as  well  as 
in  the  use  of  credit  cards.  In  other  words,  it  should  not  be  limited 
to  the  use  of  credit  cards.  Very  much  credit  in  this  country  is 
extended  without  the  use  of  credit  cards,  and  that  also  ought  to  be 
covered  by  this  proposed  legislation. 

Senator  Tsongas.  Thank  you. 

Can  you  get  us  a  copy  of  Mr.  Snow's  analysis?  Do  you  have  that 
with  you,  by  the  way? 

Mr.  Schwind.  Mr.  Snow's  preliminary  analysis,  which  we  at- 
tached to  our  brief  in  opposition  to  the  defendant's  motion  to 
dismiss  and  their  motion  for  summary  judgment,  is  in  the  form  of 
an  affidavit,  and  that  is  already  in  the  possession  of  this  commit- 
tee. 

Now,  his  study,  his  complete  study  has  not  yet  been  reduced  to 
orderly  written  form  at  this  time.  I've  indicated  to  the  committee's 
counsel  that  I  will  forward  it  to  the  committee  upon  its  completion. 

Senator  Tsongas.  We  will  submit  that  for  the  record. 

[The  material  referred  to  follows:] 

Statement  of  Robert  L.  Schwind 

I  represent  Mrs.  Claire  Cherry,  a  white  woman  who  owns  her  home  and  resides  in 
U.S.  postal  zip  code  area  30310,  a  black-majority  area  in  the  southwestern  qaudrant 
of  Atlanta,  Georgia.  Mrs.  Cherry  earns  about  $14,000  per  year  and  has  been  em- 
ployed by  the  same  employer  for  many  years  as  a  type-setter.  She  enjoys  good  credit 
references  in  the  Atlanta  area  and  takes  pride  in  her  ability  to  honor  her  obliga- 
tions to  her  creditors. 

In  June,  1977,  Mrs.  Cherry  applied  to  Amoco  Oil  Company  for  a  credit  card  and 
was  denied.  Upon  her  further  inquiry,  Amoco  gave  as  a  principal  reason  for  such 
denial,  Amoco  s  credit  experience  in  Mrs.  Cherry's  immediate  geographical  area. 
Mrs.  Cherry  consulted  legal  counsel  and  was  informed  that  she  might  have  a  cause 
of  action  under  the  Equal  Credit  Opportunity  Act  on  the  grounds  that  geographical 
discrimination  in  the  allocation  of  credit  may  have  the  effect  of  discriminating  on 
the  basis  of  race,  given  the  segregated  nature  of  housing  in  Atlanta. 

Suit  was  filed  and  discovery  disclosed  that  the  term  "immediate  geographical 
area"  as  used  by  Amoco  meant  zip  code.  In  addition,  Amoco  disclosed  the  other  zip 
codes  in  the  Atlanta  area  similarly  proscribed  in  its  credit  point  scoring  system.  It 
was  apparent  to  me  from  a  view  of  the  zip  code  map  of  Atlanta  that  most  blacks  in 
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the  Atlanta  area  were  living  in  the  proscribed  zip  code  areas,  but  to  verify  this,  we 
employed  Robert  E.  Snow,  research  sociologist  and  statistician  employed  at  the 
College  of  Urban  Life  of  Georgia  State  University.  Mr.  Snow  undertook  a  study  of 
the  demography  of  the  Atlanta  area  and  the  relationship  between  residence  in  the 
proscribed  zip  codes  and  race.  He  concluded  that  the  proscribed  zip  codes  bearing 
the  303 — prefix  contained  73.3%  of  the  non-white  population  of  the  seven-county 
metropolitan  area  and  only  23.85%  of  the  area's  whites.  In  addition,  he  was  able  to 
demonstrate  a  significantly  reliable  and  predictive  relationship  between  the  percent- 
age of  credit  applications  denied  and  the  non-white  population  of  each  proscribed 
zip  code. 

It  is  our  contention  that  zip  code  discriminations  as  proscribed  by  Amoco  has  the 
practical  effect  of  discriminating  on  the  basis  of  race,  given  the  essentially  segre- 
gated nature  of  housing  in  Atlanta.  We  believe  that  his  meets  the  effects  test  for 
determining  existence  of  prohibited  discrimination.  In  its  statement  of  public  policy 
with  reference  to  the  Equal  Credit  Opportunity  Act,  your  Committee  declared  as 
follows:  ".  .  .  the  Committee  believes  it  must  be  established  as  clear  national  policy 
that  no  credit  applicant  shall  be  denied  the  credit  he  or  she  needs  and  wants  on  the 
basis  of  characteristics  that  have  nothing  to  do  with  his  or  her  creditworthiness." 
Senate  Report  No.  94-589,  1976  U.S.  Code  Cong.  &  Adm.  News,  p.  405. 

We  contend  that  Mrs.  Cherry  and  all  other  Atlantans  are  entitled  to  be  judged  on 
the  basis  of  her  creditworthiness.  She  ought  not  to  be  prejudiced  in  her  search  for 
credit  because  of  Amoco's  experience  with  many  of  her  neighbors.  This,  Gentlemen, 
is  what  your  Committee  intended  to  achieve  in  enacting  the  law  in  the  first  place. 

For  the  Committee's  information,  I  have  negotiated  with  Amoco's  counsel  in  an 
effort  to  settle  our  law  suit  upon  payment  of  legal  expenses,  a  token  cash  settlement 
for  Mrs.  Cherry,  and  complete  abandonment  of  the  use  of  zip  codes  in  Amoco's  point 
scoring  system.  Amococ  has  not  responsed.  We  have  also  furnished  the  Committee 
with  copies  of  briefs  and  affidavits  used  in  our  effort  to  defeat  Amoco's  motion  for 
summary  judgement.  These  briefs  set  out  our  position  in  greater  detail  than  is 
permitted  here  today. 
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Overview 

At  the  request  of  Robert  L.  Schwind,  P.C.,  an  investigation  was 
performed  to  ascertain  the  nonwhite  racial  composition  of  a  set  of  zip- 
codes  in  the  Atlanta  metropolitan  area  with  the  prefix  303  and  then  to 
gauge  the  possible  relationship  between  this  variable  and  Amoco  Oil  Company's 
rate  of  credit  denial  in  these  zipcodes.   Schwind  furnished  a  copy  of  a 
court  exhibit  in  a  suit  involving  Amoco  (Cherry  v.  Amoco  Oil  Company) 
which  delineated  the  zipcodes  to  be  investigated  and  Amoco 's  self-reported 
rate  of  credit  approval  in  these  Atlanta  area  zipcodes.   The  data  from  the 
court  exhibit  also  included  a  weighting  factor  Amoco  reported  as  used  in 
evaluating  credit  applications  with  zipcodes  as  one  form  of  decision  making 
information.   These  data  appear  below  (figure  1);  also  below  appears  a  map 
of  the  City  of  Atlanta  with  zipcode  areas  (figure  2).   This  information 
was  combined  with  population  information  from  the  1970  Census  of  Population 
and  1978  revised  estimates  of  population  published  by  the  Atlanta  Regional 
Commission  (figure  3) . 

Given  this  information,  a  study  was  undertaken  to  describe  the  non- 
white  racial  composition  of  certain  postal  zip  codes  prefixed  by  303  and 
the  relationship  between  residence  in  these  zip  codes  and  nonwhite  race 
relative  to  the  Atlanta  metro  area  (including  Fulton,  DeKalb ,  Cobb,  Clayton, 
Gwinnett,  Rockdale  and  Douglas  counties).   The  task  involved  combining 
U.  S.  Bureau  of  the  Census  tract  level  information  at  a  higher  level  of 


The  Atlanta  Regional  Commission  is  the  legally  constituted  body 
encharged  with  making  annual  estimates  of  population  and  demographic 
characteristics  by  census  tract  in  the  metropolitan  Atlanta  area. 
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aggregation.   This  procedure  is  detailed  in  section  2.   Once  a  correspon- 
dence had  been  developed  between  commonly  used  statistical  r&parting  concepts 
(census  tracts)  and  zip  codes,  information  from  the  1970  Census  of  Population 
reports  for  Atlanta,  Georgia  and  the  1978  edition  of  the  Population  and 
Housing  Estimates  published  by  the  Atlanta  Regional  Commission  was  used  to 
estimate  zip  code  level  figures  on  selected  demographic  characteristics  of 
residents.   From  this  data  it  was  found  that  the  zip  codes  listed  on  court 
Exhibit  "A"  with  the  prefix  303  contained  an  estimated  282,801  nonwhite 
persons  and  320,830  white  persons  (using  1978  data).   In  terms  of  the 
above-mentioned  seven-county  Atlanta  metro  area,  this  represents  73.3% 
(282,801/385,800)  of  the  metro  area's  nonwhite  persons,  using  the  1978 
Atlanta  Regional  Commission  population  estimates.   However,  the  same  zip 
codes  contain  only  23.8%   (320,830/345,200)  of  the  metro  area's  1978  white 
population.   In  addition,  when  the  rate  of  credit  approval,  as  disclosed 
by  Amoco  Oil  Company  on  Exhibit  "B" ,  was  correlated  with  the  rate  of 
nonwhite  residence  in  the  303-prefixed  zip  codes  on  Exhibit  "B",  it  was 
found  that  as  the  percentage  of  nonwhites  in  each  zip  code  increased,  the 
percentage  of  credit  applications  approved  decreased. 

Figure  4  contains  a  scatter  diagram  of  Amoco 's  credit  approval  rate 
(vertical  axis)  and  the  percent  nonwhite  racial  composition  of  each  of 
the  proscribed  303-prefixed  zipcode  areas  (horizontal  axis).   Each  of 
the  intersections  of  credit  approval  and  percent  nonwhite  are  representative 
of  a  zipcode  area.   In  addition,  the  points  are  labeled  with  a  "1"  or  "2" 
indicating  Amoco' s  self- reported  credit  weighting  factor  (see  figure  1). 
This  scattergram  illustrates  that  as  the  rate  of  credit  approval  decreases 


48-722  0-79-3 
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the  nonwhite  proportion  of  the  population  increases  (r  =  -.76);  or  put 
another  way,  if  one  has  data  on  a  zipcode's  proportion  of  nonwhite  popul- 
ation one  can  predict  58  percent  of  the  variance  in  Amoco 's  rate  of  credit 
proscription.   In  addition,  one  should  note  that  the  relationship  between 
approval  and  nonwhite  race  appears  to  be  an  exponential  function,  so  as 
zipcode  proportion  of  nonwhite  increases  there  is  a  tendency  for  credit 
denial  to  increase  at  a  greater  rate. 

It  must  be  stressed  that  these  data  are  based  on  population  estimates 
(1978)  at  the  census  tract  level  which  were  aggregated  to  approximate 
zipcodes.   The  interface  between  census  tract  definitions  and  the  geographic 
area  of  zipcodes  is  sometimes  problematic,  however  the  nature  and  direction 
of  the  relationship  found  are  of  significant  magnitude  so  that  the  conclu- 
sions would  remain  the  same  even  if  minor  changes  over  boundaries  were  made 
when  estimating  zipcode  characteristics.   In  addition,  some  persons  might 
question  the  use  of  Atlanta  Regional  Commission  population  estimates. 
These  data  are  widely  used  for  planning  purposes  in  the  region.   Concerning 
the  current  research,  parallel  results  are  found  when  using  1970  census 
data  rather  than  ARC  1978  estimates.   The  1970  data,  although  obviously 
dated,  are  a  form  of  convergent  validity  for  the  above  findings  when 
census  data,  rather  than  estimates,  are  used  to  construct  zipcode  area 
figures. 
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Computing  Zipcode  Estimates 

Population  estimates  for  total  population,  nonwhite  population,  and 
percentage  nonwhite  population  by  proscribed  zipcode  areas  were  compiled 
using  the  following  methodology.   This  methodology  was  used  for  both  1970 
Census  of  Population  figures  and  the  1978  population  estimates  furnished 
by  the  Atlanta  Regional  Commission.   Zipcode  area  summary  statistics  were 
computed  by  aggregating  census  tract  level  information  within  each  zipcode 
area.   1970  Census  Tract  definitions  were  used.   A  weighted  correspondence 
table  was  used  to  compute  the  summary  statistics  by  zipcode  area  (figure 
3).   Essentially  tracts  were  "added"  to  approximate  zipcodes.   However, 
some  tracts  were  split  between  zipcodes,  so  a  weighting  procedure  was 
used  to  proportion  a  split  tract  into  its  respective  zipcode  areas.   This 
weighting  procedure  was  based  on  the  geographic  area  of  a  census  tract 
that  was  included  in  a  zipcode.   The  resulting  percentage  of  a  tract  in 
zipcode  was  used  to  weight  the  population  figures  from  1970  and  1978.   In 
the  case  where  a  particular  census  tract  was  not  totally  included  in  the 
zipcode  area  the  weighting  procedure  was  applied  to  adjust  the  census 
tract  figures  for  the  portion  of  the  tract  included  in  the  zipcode  prior 
to  aggregating  the  tract  information.   Figure  3  contains  a  listing  of 
zipcode  areas,  the  tracts  used  to  construct  each  zipcode,  the  weighting 
factor  applied  to  the  1970  or  1978  data  prior  to  aggregation,  and  all 
raw  data  used  to  construct  zipcode  summary  figures. 
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K1CIII        I 
i,        •  ■  J    and    Uejectci        .  i-dit    Application 

by   Li\    'Aide 
in   Auianla,   Georgia   Metropolitan  Area 
(Marcli   1977   -  August    1978) 


Approval 

Classif  ic.iL  ion 

2ip    Code 
30032 

Approves 
141 

Rejects 

82  7 

Total 
968 

% 

(1) 

14.5 

(1) 

um'j'i 

174 

291 

467 

37.2 

(O 

joofao 

126 

51  1 

637 

19.7 

(2) 

30071 

100 

139 

239 

41.8 

(2) 

ii  083 

355 

295 

650 

54.6 

(2) 

30132 

38 

44 

82 

46.3 

(1) 

30J  14 

25 

109 

134 

18.6 

(2) 

102  13 

25 

30 

55 

45.4 

(2) 

10236 

131 

229 

360 

36.3 

(2) 

302  74 

77 

129 

206 

37.3 

(2) 

30  JOS 

153 

109 

262 

58.3 

(2) 

30'JOH 

32 

61 

93 

34.4 

U) 

10  109 

98 

124 

222 

44.1 

(1) 

30  110 

40 

289 

32  9 

12.1 

(1) 

30311 

80 

500 

586 

14.6 

(2) 

30312 

17 

62 

79 

21.5 

(1) 

30314 

50 

156 

206 

24.2 

(1) 

10  115 

41 

240 

281 

14.5 

U) 

30316 

44 

329 

373 

11.7 

U) 

10  117 

17 

151 

168 

10.1 

U  t 

30318 

125 

384 

509 

24.5 

U; 

30324 

HI 

160 

241 

33.6 

(2) 

10329 

198 

202 

400 

49.5 

(i) 

JO  131 

81 

460 

541 

14.9 

(2) 

30)32 

11 

18 

29 

37.9 

■  i; 

30  J  17 

70 

32  5- 

395 

17.7 

U) 

30139 

122 

116 

238 

51  .2 

(l) 

in  140 

85 

212 

29  7 

28.6 

(2) 

30  I'll 

207 

231 

438 

47.2 

(1) 

30 

112 

402 

514 

21.7 

(1) 

3o  149 

1  19 

439 

578 

24.0 

U) 

30354 

41 

166 

207 

19.8 

Total 

3,04  2 

7,742 

10,784 

28.2/. 

l'u  inls 

Glass    1    ■= 

-2.04515 

1  lass    2    = 

-0.90748 

Moli'S  : 
1'oint    Scored   applications    only. 

Only    lor    zip   codes    "used    as   a    principle    reason    for    rejectii 
,i.i   cod.'   as   a    single    factor. 


Classifications    3,    4   &    5    do    not    appear   hereon    because,    according    to 
t^crll^    UnUkely    th3t    ""*   WU1    ^    ™"    »■    — s    ror° 

EXHIBIT  A 

-5- 
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FIGU'JS  2 


ZIP  CODE 

LOCAL  ZONES 
ATLANTA. GA 

303+ Two  Digits  Shown -ZIP  CODE 


DCKAIQ 
CCUNTT 
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FIG  " E  3 


TABLE  OF  DATA  BASE  TOR  CALCULATIONS  * 


19  78  TOTAL 

1978  NON- 

CENSUS 

19  70   TOTAL 

1970   NON- 

POPULATION 

WHITE   POP. 

AMOCO 

ZIP    CODE^ 

TRACT 

WEIGHT 
100 

POPULATION 

WHITE   POP. 

ESTIMATE 
01879 

ESTItlATE 

'CL'ASS 

30309 

004.00 

01938 

00031 

00056 

2 

ir 

005.00 

067 

03190 

00037 

02719 

00095 

2 

it 

011.00 

100 

02299 

00069 

01837 

00365 

2 

ii 

091.00 

100 

07311 

00079 

06999 

00252 

2 

30308 

012.00 

100 

04245 

00190 

039  80 

0060  3 

2 

II 

013.00 

100 

04862 

00763 

04114 

00925 

2 

It 

017.00 

050 

05009 

04618 

03510 

03164 

2 

tl 

018.00 

050 

03633 

03587 

02  339 

02286 

2 

f  1 

019.00 

033 

00893 

00067 

00780 

00110 

2 

30354 

0  72.00 

100 

08063 

02361 

06069 

03692 

2 

•  1 

073.00 

100 

04870 

00107 

06819 

04126 

2 

II 

108.00 

100 

09594 

00078 

08616 

00070 

2 

II 

403.01 

06  7 

02684 

00292 

01975 

00206 

2 

30305 

093.00 

100 

05386 

00021 

04846 

00017 

2 

II 

095.00 

100 

05882 

00080 

05692 

00084 

2 

II 

096.00 

050 

08332 

00148 

07215 

00123 

2 

II 

099.00 

050 

04249 

00054 

0372  7 

00045 

2 

30  341 

212.01 

033 

14070 

00032 

22997 

00167 

2 

" 

213.01 

050 

02154 

004  30 

01871 

00363 

2 

it 

213.02 

050 

08974 

00022 

08462 

00055 

2 

■• 

212.02 

033 

06293 

0002  8 

05845 

0002  3 

2 

n 

212.03 

067 

09360 

00075 

08347 

00161 

2 

ii 

212.04 

100 

04126 

00013 

04075 

00056 

2 

H 

214.03 

050 

08883 

00022 

07885 

00019 

2 

•  I 

217.02 

033 

08410 

00025 

07741 

00020 

2 

ii 

218.01 

033 

17011 

00033 

18642 

00028 

2 

30329 

214.01 

033 

06600 

0002  5 

06012 

00020 

2 

It 

214.02 

033 

03815 

00017 

08812 

00039 

2 

11 

215.00 

050 

11559 

00113 

09911 

00097 

2 

II 

216.03 

100 

03621 

00019 

03428 

00022 

2 

Ii 

224.02 

033 

04  807 

00172 

04883 

00205 

2 

30339 

312.00 

033 

07870 

00332 

11189 

00381 

2 

30312 

017.00 

050 

05009 

04618 

03510 

03164 

2 

ti 

018.00 

050 

03633 

03537 

02  339 

02286 

2 

ti 

028.00 

050 

02967 

02455 

0269  8 

02242 

2 

•  i 

029.00 

100 

02869 

02  84  3 

02281 

02232 

2 

ti 

033.00 

100 

03854 

03804 

03219 

03165 

2 

it 

044.00 

050 

03519 

03506 

02  546 

02535 

2 

ti 

045.00 

100 

0082  7 

00  815 

0082  8 

00803 

2 

ti 

046.00 

100 

01588 

01575 

00902 

00896 

2 

n 

047.00 

100 

01684 

01610 

00787 

00744 

2 

it 

048.00 

100 

01966 

01426 

01770 

01641 

2 

ii 

049.00 

100 

02  39  7 

00264 

01521 

00087 

2 

ti 

050.00 

100 

02731 

00024 

02220 

00055 

2 

it 

053.00 

050 

054  34 

02922 

04182 

02575 

2 

it 

069.00 

033 

04099 

00033 

03636 

00841 

2 
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1978  NON- 

CENSUS 

19  70   TOT.' 

19  70  NON- 

1978   TOTAL 

WHITE  POP. 

AMOCO 

CODE 

TRACT 

WEIGH! 

POPULATION 

WHITE  POP. 

POP.    EST. 

ESTIMATE 

CLASS 

'  001.00 

0  ,  | 

04604 

00022 

04277 

00019 

" 

002 . 00 

050 

05465 

00016 

05298 

0005  3 

ii 

092.00 

100 

03613 

00022 

03293 

00095 

!• 

094.00 

100 

05356 

00069 

05655 

00057 

1   • 

ii 

2)4.01 

033 

06600 

0002  5 

06012 

00020 

■  I 

215.00 

050 

11559 

00113 

09911 

00097 

30318 

005.00 

033 

03190 

00037 

02719 

00095 

It 

082.01 

100 

07197 

07004 

07322 

07149 

•  1 

083.01 

050 

05391 

05378 

04368 

04  34  7 

M 

084.00 

033 

07289 

072  36 

064  50 

06399 

II 

08b. 01 

100 

07335 

06838 

07484 

0  7049 

II 

086.  02 

050 

05895 

05531 

04829 

04520 

II 

087.02 

100 

04788 

04471 

04753 

04481 

Ii 

088.00 

100 

04240 

00528 

03497 

00404 

11 

089.00 

100 

09876 

00443 

10613 

00490 

II 

090.00 

100 

03783 

00011 

03579 

00007 

M 

006.00 

100 

02022 

00072 

01642 

00052 

ii 

007.00 

100 

02155 

00985 

01958 

00953 

II 

008.00 

100 

03940 

03748 

03109 

02962 

ii 

010.00 

050 

03818 

00109 

03845 

00135 

II 

022.00 

050 

03693 

03688 

02859 

02  854 

30314 

022.00 

050 

03693 

03688 

02  859 

02854 

II 

023.00 

100 

06119 

06079 

04832 

04797 

II 

024.00 

100 

05179 

05175 

0404  7 

0404  7 

it 

025.00 

100 

06020 

06016 

04749 

04745 

" 

026.00 

067 

03905 

03904 

02  301 

02  301 

•  » 

036.00 

050 

00809 

00797 

01077 

01070 

tl 

037.00 

100 

012  82 

01282 

01062 

01062 

II 

038.00 

100 

04461 

04414 

04217 

04188 

M 

039.00 

100 

03719 

03688 

03065 

03038 

II 

040.00 

050 

03921 

03750 

03144 

03009 

Ii 

043.00 

100 

0264  3 

02589 

02  362 

02  307 

li 

083.01 

050 

05391 

05378 

04  368 

0434  7 

i  ' 

083.02 

100 

06032 

06028 

04637 

04630 

" 

084.00 

067 

072  89 

07236 

06450 

06399 

30317 

031.00 

100 

03267 

03016 

02457 

02271 

M 

0  32 .  00 

100 

02351 

00743 

01838 

00563 

ii 

205.00 

067 

06403 

06248 

05125 

04997 

M 

20  7.00 

100 

04716 

04682 

03820 

03791 

ii 

208.00 

100 

10954 

09852 

10826 

10213 

ii 

2  36.00 

033 

11050 

02941 

10543 

07101 

" 

237.00 

033 

05770 

032  31 

05980 

04976 

30310 

040.00 

050 

03921 

03750 

03144 

03009 

M 

041.00 

100 

03306 

01764 

02975 

02  346 

11 

042.00 

100 

02  318 

01335 

02  34  3 

02040 

it 

057.00 

100 

02537 

02  369 

01903 

01760 

Ii 

058.00 

100 

022  36 

00140 

02008 

00  702 

" 

059.00 

100 

00754 

00171 

00646 

00350 

" 

060.00 

100 

05516 

04102 

04825 

03990 

li 

061.00 

050 

05801 

03856 

05577 

05151 

II 

062.00 

100 

02497 

00948 

02229 

01631 

li 

063.00 

100 

04739 

04576 

03771 

03577 

" 

065.00 

100 

04819 

00036 

04505 

01321 

" 

066.01 

100 

02730 

00214 

02316 

00256 

tl 

066.02 

100 

01768 

00137 

01674 

00814 

tl 

075.00 

033 

03902 

00113 

03697 

004  36 

tl 

081.01 

100 

01553 

01359 

01  122 

01156 

n 

081.02 

050 

06570 

06522 

07648 

07616 

" 

044.00 

050 

03519 

03506 

02546 

02535 

34 


1978  TOTAL  1978  NON- 
CENSUS  1970  TO   !.  1970  NON-   POPULATION  WHITE  POP.   AMOCO 

ZIP  CODF     TRACT     WEIGHT-  POPULATION  WHITE  POP.  ESTIMATE   ESTIMATE CLASS 

303T6      052700""-   "  100  '    04464      00127      03982      00634 
069  00      033      04099      00033      03636      00841 


100      09520      04565      08462      06172      1 
033      05770      03231      05980      04976     •!« 


209.00 
"  237.00 

238  01  100  04896  00032  04851  02591              1 

23802  100  03339  00187  03597  01857 

2  38  03  100  06620  00012  06339  03361               1 

30315              053*00  050  05434  02922  04182  02575              1 

055   01  100  05277  05214  03691  03646 

055  02  100  05889  05672  04726  04538 

056  00  100  04961  04892  02753  02703 
064   00  100  01691  00137  02373  01225 

067  00  100  07823  05874  06034  04457 

068  00  100  02440  00692  03243  02181 

069  00  033  04099  00033  03636  00841  1 
070*00  100  09532  00033  08942  03537  1 
071   00  100  04054  02964  04933  04851 

074  00  100  03342  00032  03915  01027              1 

075  00  067  03902  00113  03697  00436 
30311              061.00  050  05801  03856  05577  05151 

076  01  100  06768  00128  08488  06749              1 

076  02  100  02793  00204  03208  02549 

077  01  050  06053  01709  10148  08003 
077  02  033  04295  00104  07468  04742 
079- 00  100              04641  03735  04341  03794 

080  00  100              06811              03257  06513  04953 

081  02  050               06570               06522  07648  07616 

30331              077'.01  050              06053              01709  10148  08003  1 

077  02  067              04295              00104  07468  04742  1 

078  01  067              15946              15681  17715  17512  1 
078  02  100              03634              00634  05158  02986 

082  02  050  04344  04309  04274  04241 
086  02  050  05895  05531  04829  04520 
103  00  033              08044              00236  10045  03770 

30349               103.00  033              08044              00236  10045  03770 

..                   105   01  033              07394              00117  15699  00364  1 

105   02  050              11181              02263  16111  02432  1 

113  02  033              09500              00036  15672  06972 

402' 00  100              05872              00054  07976  00528  1 

405^1  033              11761              00033  27045  00508  1 

30337              106   01  100              03879              01049  04135  01662 

»                   106   02  100              07890              01883  13858  06982  1 

107   00  100              04823              00101  03860  00102 

401   00  100              02571              00016  03167  00124  1 

30344               109*00  100              01327              00184  01003  00153 

»                            00  100              05877              02877  04478  02008 

Ul'oo  100              03928              00116  03334  00104 

112'01  100              06798              00165  06385  00781 

112  02  100              06064              00016  05187  00020 

113  01  100              06870              00011  05557  00168  1 
113  0'  067              09500              00036  15672  06972  1 

30340              213*01  050              02154              00430  01871  00363  1 

,                   213  02  050              08974              00022  08462  00055  1 

213' 03  100              04176              00011  04730  00007 

213*04  100              03519              00110  05497  00108  1 

503.00  033              11457              00547  17983  00604 

217   02  033              08410              00025  07741  00020  1 

2is"oi  033              17011              00033  18642  00028  1 

*    Zip   code    30332    Is   not    Included    in    this   study;    it    consists   of    the   Georgia 
Tech   University   post   office   boxes,    and    thus   has   a    transient   population. 


35 


Li_ 

z: 

CL 

>< 

o 

1 

2 

o 

N 

lZ 

o 

2 

cr 

QC 

cr 

UJ 
CC 

a. 

CC 

h 

i 

nn 

CC 

-J 
en 

2. 
OJ 

o 

CL 

CC 

O 

m 

UJ 

> 

u 

(- 

o 

QC 

UJ 
Q- 

UJ 

i 

UJ 

<c 

Q_ 

f- 

o 

o 

Q_ 

> 

3 

O 

^ 

or 

CD 

v./ 

U 

o 
m 
M 


I  c* 

h8 


«« 


-s 


o 
o 


W 


2 

c 

2 


UJ 
CC 


2 
o 


o 


36 


APPENDIX  I 

Data  Sources  and  Exhibit  of  Data  Base  Used  for  Estimating 
Zipcode  Characteristics 

APPENDIX  I  DATA  SOURCES 

POPULATION  AND  DEMOGRAPHIC  CHARACTERISTICS 


1978  POPULATION  AND  HOUSING  AGE,  RACE,  SEX  ESTIMATES 
Prepared  by  the  Atlanta  Regional  Commission 

"Table  11.   Population  by  Race,  by  Census  Tract,  1960,  1970,  197E 


(The  methodology  used  by  ARC  to  estimate  population  and  population 
characteristics  follows.   In  addition,  ARC's  (op  cit)  Table  11,  the 
source  of  data  in  figure  3,  is  presented). 


Zipcodes  and  Zipcode  Geographic  Areas 
Zipcodes  and  Census  Tracts 


Atlanta  Region  Postal  Zip  Code  Areas  (map) 

February,  1973.   Map  Compiled  from  Unverified  Secondary  Sources 

projected  on  a  simplified  base  map  of  the  Atlanta  Region 

ARC,  the  Atlanta  Regional  Commission 

100  Peachtree  Street 

Atlanta,  Georgia   30303 

Zipcode  Map  pg  19-22, 

Greater  Atlanta  Telephone  Directory 

Area  Code  404  December,  1978 

U.S.  Postal  Service  (1978) 
National  ZipCode  Directory 
U.S.  Postal  Service:   Washington,  D.C.,  1978. 
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This  report  presents  the  Atlanta  Regional  Commission's  1978 
estimates  of  population  and  housing  for  the  seven  counties 
and  243  census  tracts  which  comprise  the  Commission's  juris- 
diction.  Population  and  housing  estimates  are  also 'presented 
for  46  of  the  47  active  municipalities  within  the  region. 

The  Metropolitan  Planning  Commission  (MPC)  initiated  the 
practice  of  preparing  and  publishing  population  and  housing 
estimates  in  1955.   At  that  time,  DeKalb  and  Fulton  counties 
comprised  the  planning  area  of  the  Commission.   In  1960, 
the  Atlanta  Region  Metropolitan  Planning  Commission  (ARMPC), 
with  a  planning  area  that  included  Clayton,  Cobb,  DeKalb, 
Fulton,  and  Gwinnett  counties,  superseded  MPC.   The  present 
agency,  the  Atlanta  Regional  Commission  (ARC),  was  formed 
in  1971  pursuant  to  an  act  of  the  Georgia  General  Assembly. 
The  planning  area  changed  from  five  to  seven  counties  in  1973 
when  Douglas  and  Rockdale  were  included. 

There  are  two  primary  purposes  for  which  these  annual  esti- 
mates are  developed:   (1)  to  fulfill  a  legal  requirement  that 
the  Commission  estimate  the  population  of  the  seven  counties 
and  the  City  of  Atlanta  annually;  and  (2)  to  supply  essential 
information  for  the  analysis  of  growth  trends  which  provide 
a  base  for  the  Commission's  periodic  projections,  regional 
planning  studies,  and  policy  recommendations. 

In  1978,  as  in  past  years,  ARC ' s  estimates  are  published  in 
order  to  increase  their  availability  to  other  agencies  and 
individuals.   This  is  done  in  recognition  of  the  fact  that 
current  population  and  housing  data  are  essential  to  a 
variety  of  public  activities.   Such  data  provide  a  base 
for  informed  decisions  by  state  and  local  governments  —  for 
traffic  analyses  and  major  thoroughfare  planning,  for  land 
use  planning,  for  neighborhood  planning,  subdivision  regu- 
lations and  zoning  ordinances,  for  transit  planning  and 
utility  extensions,  for  neighborhood  redevelopment,  for 
school  planning  and  for  recreation  planning.   Up-to-date 
population  data  are  equally  essential  to  private  enterprises 
concerned  with  expansion  of  the  community's  economic  activi- 
ties, forming  the  base  for  decisions  with  respect  to  location 
of  new  shopping  centers,  branch  banks,  and  analyses  of  labor 
market  potential  for  new  industries. 

Major  emphasis  is  given  data  by  small  areas  or  census  tracts. 
It  is  these  tract  estimates  which  have  greatest  utility  for 
most  planning  purposes,  since  they  provide  information  for 
areas  much  smaller  than  a  county  or  a  city  the  size  of  Atlanta. 
Estimates  are  as  of  April  1,  1978  in  order  to  coincide  with 
the  anniversary  date  of  the  decennial  United  States  Census. 

Attention  is  called  to  the  fact  that  these  estimates  are 
developed  from  symptomatic  data  —  e.g.,  residential  construc- 
tion and  demolition  records.   They  do  not  represent  a  direct 
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enumeration  of  people  or  houses.   Even  though  estimates  of 
this  kind  are  subject  to  some  margin  of  error,  the  extent  of 
winch  is  not  known,  the  Commission  considers  them  entirely 
adequate  for  general  planning  purposes  and  recommends  them 
for  such  use. 

In  addition  to  the  population  estimates  presented  in  this 
report,  the  Commission  also  prepares  and  publishes  population 
estimates  by  age,  race,  and  sex  at  the  census  tract  level. 
These  figures  appear  in  the  Population  and  Housing:   Age,  Race, 
Sex  Estimates  report  which  will  be  available  from  the  Technical 
Information  Clearinghouse  later  this  year. 

Publication  of  this  annual  report  depends  upon  the  assistance 
of  many  people  in  the  Atlanta  Region.   Particularly  helpful 
are  the  county  bbilding  inspection  departments,  planning 
departments,  city  clerks,  other  government  officials,  and 
apartment  owners  and  managers. 
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The  April  1,  1978  population  estimate  for  the  seven-county 
Atlanta  Region  was  derived  from  two  independent  methods:   the 
i  it  Lo  method  and  multiple  linear  regression  analysis.   Results 
of  the  two  methods  were  averaged  to  produce  the  regional  con- 
trol total  for  the  component  jurisdictions  of  the  region. 
Separate  estimates  for  each  census  tract  and  jurisdiction 
were  developed  by  the  building  permit  or  housing  unit  method. 
These  small  area  estimates  were  then  adjusted  so  that  their 
sum  equalled  the  regional  control  total.   A  description  of 
each  method  follows. 

Ratio  Method 

The  ratio  method  is  one  in  which  an  estimate  of  the  popula- 
tion of  a  given  locality  is  derived  from  estimates  of  the 
population  of  a  larger  geographic  area  of  which  it  is  a  part. 
For  this  set  of  estimates,  it  is  necessary  to  determine  how 
much  of  the  United  States'  population  resides  in  the  seven- 
county  Atlanta  Region. 

The  major  assumption  is  that  the  seven-county  area  has  con- 
tinued to  increase  its  share  of  the  U.S.  population  in  the 
same  amount  as  it  did  from  1960  to  1970.   According  to  U.S. 
Census  data,  the  Atlanta  Region's  population  was  0.5825  per- 
cent of  the  national  population  in  1960,  and  0.7059  in  1970. 
The  average  increase  per  year  in  the  region's  share  of  U.S. 
population,  therefore,  was  0.01234  percent  (0.7059  minus 
0.5825,  divided  by  10).   It  was  concluded,  based  on  this 
ten-year  trend,  that  the  seven-county  area's  share  of  the 
national  population  in  1978  is  0.8046  percent  (0.7059  plus 
eight  times  0.01234).   The  April  1,  1978  estimate  of  the  U.S. 
population  is  217,599,000  (Census  Series  P-25,  No.  724).   Using 
the  ratio  method  then  produces  a  regional  population  total  of 
1,751,000  (0.8046  percent  times  217,599,000,  rounded  to  the 
nearest  thousand). 

Regression  Method 

Regression  methods  generally  rest  on  the  assumption  of  a 
stable  linear  relationship  between  growth  in  population  and 
change  in  a  combination  of  symptomatic  variables.   Multiple 
regression  estimation  proceeds  in  two  stages:   (1)  construc- 
tion of  an  optimum  (least  squares)  estimating  relationship 
-from  a  base  observation  period;  and  (2)  use  of  this  relation- 
ship to  translate  current  symptomatic  data  into  an  estimate 
of  population.   Multiple  regression  techniques  have  several 
advantages.   First,  they  provide  the  statistical  capabilities 
associated  with  this  type  of  model:   quantitative  measures 
of  goodness-of-f it,  variance  explained,  and  statistical 
differences.   Second,  the  model  is  flexible  and  hence  suited 
to  a  changing  data  enviornment.   Finally,  variables  are 
weighted  on  empirical  rather  than  intuitive  grounds. 

Demographic    Information    for    Ci  ties:      A  Manual    for   Estimating    and   Projecting   Local    Population 
C"ia£acterist]  jijr~iin.it   of  Housing   and   Urb.in   Development,    peter  A. 

Morrison,    Rand   Coi  |  Saiiij    Monica,    tdlii    rnia,    June   1971. 
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ARC  first  investigated  the  possibility  of  using  the  method- 
ology, data,  and  equation  developed  by  the  Georgia  Office 
of  Planning  and  Budget  (OPB).   Study  of  the  (lata  which  were 
used  by  OPB  to  estimate  the  population  (births,  deaths,  auto- 
mobile registrations,  and  school  enrollment)  revealed  that 
auto  registrations  for  1976  decreased  statewide  -  a  unique 
phenomenon.   Because  of  the  strong  relationship  between  these 
variables  and  the  unexpected  downturn  in  auto  registrations, 
ARC  seriously  questioned  the  use  of  auto  registrations  as  a 
variable  for  its  seven-county  equation. 

As  an  alternative,  a  seven-county  total  housing  data  series 
was  used  instead  of  automobile  registrations.   This  series 
is  part  of  the  annual  population  and  housing  data  from  1960 
through  1978.   A  multiple  linear  regression  was  then  run 
which  related  population  to  housing  units,  resident  births, 
deaths  and  fall  school  enrollment  grades  1  through  8  (public, 
private  and  special)  for  the  years  1960  through  1977. 

Housing  units  (IIU),  the  strongest  variable,  wore  weighted  by 
1.8495  which  was  the  approximate  population/housing  ratio. 
Births  (B)  and  deaths  (D)  were  added  to  this  as  well  as  school 
enrollment  (S).   The  constant  term  of  the  equation  developed 
(-26,148  in  1978)  was  then  added  to  the  values  computed  for 
the  four  dependent  variables. 


1978  Population  =  -26,148  +  1.8495  X  HU  +  12.4113  X  B 
+  4.6787  X  D  +  0.6351  X  S  =  1,711,423 

Where : 

HU=   Atlanta  Region  Housing  Units  4/1/78  (655,770) 

B=    Atlanta  Region  Resident  Births  1/1/78-12/31/78 
(Estimated  25,700) 

D=    Atlanta  Region  Resident  Deaths  1/1/78-12/31/78 
Estimated  11,200) 

S=    Atlanta  Region  Fall  1977  School  Enrollment,  Public 
and  Private  Grades  1-8  plus  Special  Education 
(Estimated  241,462) 

Standard  Error  =  9220 

Multiple  R  =  .99927 

Figures  for  1960  through  1978  regional  housing  units,  resident 
births,  resident  deaths,  and  school  enrollment  are  presented 
in  the  Appendix. 
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Building  Permit  Method 

The  various  steps  involved  in  data  collection  and  classifica- 
tion for  the  building  permit  method  are  outlined  briefly  below: 

1.  Investigation  of  possible  annexations  or  other  changes 
in  municipal  boundaries. 

2.  Recording  of  information  from  residential  construction 
and  demolition  permits  and  coding  of  units  permitted  by 
census  tract,  race,  and  structure  type. 

3.  Survey  of  institutional  and  other  non-institutional 
population. 

4.  Field  survey  to  determine  racial  transition  of  housing 
units . 

5.  Survey  of  resident  mobile  homes. 

6.  Field  survey  to  determine  status  of  construction  and 
occupancy  of  apartments  permitted. 

7.  Determination  of  necessary  adjustments  to  the  housing 
inventory  based  on  annexation,  racial  transition, 
conversion  and  other  information. 

The  new  housing  unit  figures  developed  were  then  used  to  esti- 
mate current  population  for  census  tracts  and  municipalities. 
In  order  to  convert  housing  units  to  population  estimates, 
several  major  assumptions  were  necessary: 

1.  Assumptions  about  the  time  lapse  between  date  of  permit 
issuance  and  date  housing  was  actually  completed  or 
demolished . 

2.  Assumptions  about  the  number  of  persons  per  occupied 
housing  unit. 

3.  Assumptions  about  the  number  of  housing  units  that  were 
vacant . 

4.  Assumptions  about  the  number  of  persons  living  in  group 
quarters . 

Time  Lapse:   A  period  of  three  months  was  allowed  from  the 
date  a  permit  was  issued  to  the  time  the  housing  unit  was 
assumed  (1)  complete  and  ready  for  occupancy,  or  (2)  de- 
molished.  Multi-family  units,  which  ordinarily  take  much 
longer  for  construction,  are  not  included  in  the  inventory 
until  the  actual  date  of  completion  is  determined  by  field 
survey. 
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Persons  per  Occupied  Housing  Unit:   A  number  of  different 
rates  for  person  per  household  unit  were  used  in  estimating 
population  depending  upon  a  combination  of  the  following 
factors:   (1)  whether  the  unit  was  built  pre-1970  or  post- 
1970,  (2)  the  race  of  the  family  occupying  the  unit,  (3)  the 
structure  type  of  the  unit,  and  (4)  the  area  or  census  tract 
in  which  the  housing  unit  was  located. 

There  were  two  reasons  for  using  several  different  rates  for 
persons  per  household.   First,  an  examination  of  census  data 
indicated  that  population  per  household  varied  both  by  race 
and  by  type  of  structure.   Moreover,  the  data  showed  that 
these  factors  tended  to  be  larger  in  suburban  areas  than  in 
the  older  sections  of  the  central  city.   Second,  it  was  also 
known  that  in  some  areas,  depending  upon  construction  trends, 
the  types  of  housing  constructed  since  1970  were  often  quite 
different  from  those  which  existed  in  1970.   For  example,  in 
a  single  census  tract,  all  post-1970  housing  might  be  in  apart- 
ments while  pre-1970  housing  might  have  been  predominantly 
single-family.   Presumably,  in  such  situations,  the  pre-1970 
and  post-1970  household  sizes  would  also  differ. 

1970  population  per  household  rates  (by  race)  which  were  com- 
puted for  each  census  tract  from  1970  Census  data  were  applied 
to  household  units  built  before  1970.   For  census  tracts  which 
have  undergone  substantial  racial  transition  since  1970,  alter- 
nate rates  were  selected  from  tracts  witli  similar  population 
characteristics . 

A  different  set  of  household  sizes  was  applied  to  housing 
units  built  after  1970  depending  upon  the  race  and  type  of 
structure,  and  the  area  in  which  the  unit  was  located.   The 
structure  types  delineated  were  single-family,  duplex,  multi- 
family  with  three  to  49  units  per  structure,  multi-family 
with  50  or  more  units  per  structure,  and  mobile  homes.   The 
areas  determined  to  differ  with  respect  to  household  size 
(based  on  1970  Census  data)  were  the  area  inside  the  1950 
Atlanta  City  limits,  the  balance  of  Atlanta,  DeKalb  County, 
outside  Atlanta,  Fulton  County  outside  Atlanta,  Clayton 
County,  Cobb  County,  Douglas  County,  Gwinnett  County,  and 
Rockdale  County. 

A  special  adjustment  to  household  sizes  of  housing  units 
was  then  made  to  reflect  the  general  decline  between  1970 
and  1976  in  household  sizes  throughout  the  United  States 
(see  Table  17).   This  adjustment  was  accomplished  by  applying 
the  ratio  of  the  U.S.  1976  to  1970  average  household  size 
for  all  SMSAs  by  race  (white  0.913,  black  0.888).   Table  18 
shows  the  1970  household  size  factors  and  the  1978  adjusted 
household  size  factors  used  to  estimate  the  population  living 
in  housing  units  built  after  April  1,  1970. 
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Tab]-  17 
AVERAGE  HOUSEHOLD  SIZES,  UNITED  STATES,  1970  AND  1976 


Total 


All 


SMSA's 


White 


All 


SMSA's 


Black 
and  'Other  Races 


All 


SMSA ' s 


1970 

3.17 

3.15 

3.11 

3  .09 

3.68 

3.57 

1976 

2.89 

2.87 

2.84 

2.82 

3.27 

3.17 

Ratio 

0.912 

0.911 

0.913 

0.913 

0.889 

0.888 

Ratio  - 

=  1976/1970 

Source:   Consumer  Income,  Household  Money  Income  in  1975  and  Selected  Social  and  Economic  Characteristics 
of  Households.   Census  Bureau  (Series  P-60.  No.  104).   March  1977  (Taile  3).   And. 

Population  Characteristics.  Household  and  Family  Characteristics:   March  1970.   U.S.  Bureau  of  the  Census 
(Senes  P. -20.  No.  21B).   March  1971.  "Tfable  16)" 


Vacant  Housing  Units:   The  assumed  vacancy  rate  for  pre-1970 
housing  units  in  a  particular  census  tract  was  based  on  the 
tract's  1970  ratio  of  (1)  vacant  units  available  for  rent  or 
sale  to  (2)  total  housing  units.   When  a  census  tract's  1970 
vacancy  rate  appeared  unusually  high  or  low  for  the  current 
housing  situation,  an  alternative  rate  was  selected  from 
another  census  tract  with  comparable  housing  types. 

For  housing  units  built  after  1970,  the  assumed  vacancy  rate 
factors  were  varied  by  type  of  structure  for  each  of  two  ages 
of  housing  units--those  built  during  the  current  year  and  those 
built  during  previous  years  of  the  seventies.   The  specific 
rates  used  in  developing  the  April  1,  1978  estimates  are  pre- 
sented in  Table  19.   As  indicated,  the  same  rates  were  used 
for  all  census  tracts  in  the  region. 


Separate  rates  were  used  for  single-famil 
built  during  the  current  year  because  the 
of  1970  Census  data  revealed  that  new  hou 
considerably  higher  vacancy  rates  than  do 
The  same  is  true  of  multi-family  housing 
vacancy  rates  of  new  apartment  units  was 
survey.  As  a  result,  the  actual  number  o 
and  no  assumed  rates  were  necessary.  Sim 
shown  for  mobile  homes  because  only  those 
residents  were  counted  in  the  housing  inv 


y  and  duplex  housing 

special  tabulation 
sing  units  have 

older  housing  units, 
units;  however,  the 
determined  by  field 
f  vacancies  was  known 
ilaily,  no  rates  are 

occupied  by  permanent 
entoi y . 


Through  field  surveys,  the  current  vacancy  rate  is  also  known 
for  most  apartment  units  built  from  1970  to  1978.   In  these 
cases,  the  actual  rates  rather  than  the  assumed  rates  were  used 
to  compute  vacancies. 
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Table  19 
VACANCY  RATE  FACTORS  APPLIED  TC  HOUSING  UNITS  BUILT 
APRIL  1,  1977  to  APRI..  1,  1978 

CURRENT 
Single-Family  Units  26.44%* 

Duplex  Units  9.36% 

VACANCY  RATE  FACTORS  APPLIED  TO  HOUSING  UNITS  BUILT 
APRIL  1,  1970  TO  APRIL  1,  1977 


Single-Family  Units 

Duplex  Units 

Multi-Family  Units** 

3-49  Units  Per  Structure 
50  Plus  Units  Per  Structure 


CURRENT 

1 

16% 

4 

17% 

5 
6 

•  68% 
.27% 

•Tin.  a-.al  r.-  c", I  "'      ■     *      ■-•  fo,  »*«•*  y«.  S,n,U  family  unit!  1.  H  Jl  £,  «.    to*     rot* 

.,,    .  lb    reflect    Kinh    v.ic*ncics    in    n.  w    residential    ■ 

••ll    kiwan,     the    j.'  I     v.tL-ii.t    units    is    ti    ■   1 

-  .,,,•   i,o(    count* d   as   housing   units   unless   occupied  by   permanent    resident*, 

I   |»i    the  Aiml    I.    IV'B  cbLiMU'S  tie  bised  on  >  specul    Lai     lati    i     •  t     .  Census. 


dai  i    !     i    iiou-in-t    I  mil 


-  ,:  to   Mdich.     1970 


Group  Quarters  Population:   When  possible,  exact  informa- 
tion was  obtained  on  the  number  of  persons  living  in  group 
quarters— as  in  the  case  of  college  domitory  residents  and 
inmates  of  institutions.   For  census  tracts  where  such  infor- 
mation could  not  be  obtained,  the  assumption  was  made  that 
the  group  quarters  population  had  remained  at  the  level 
reported  in  the  1970  Census. 

Group  quarters  population  was  considered  to  be  known  popula- 
tion and,  thus,  was  excluded  from  the  adjustment  of  small 
area  estimates  to  the  regional  control  total. 

Adjustments  of  Population  Estimates 

Finally,  the  household  population  was  adjusted  down  by  small 
area  so  that  the  sum  of  the  small  area  estimates  was  equal 
to  the  regional  control  total  excluding  group  quarters  popula- 
tion.  For  the  April  1,  1978  estimates,  selected  small  munici- 
palities were  excluded  from  this  adjustment  if  the  1978  popula- 
tion totaled  less  than  25,000  and  if  housing  units  built  from 
1970  to  1978  accounted  for  less  than  one-fourth  of  the  city's 
total  1978  housing  inventory. 

Flow  diagrams  depicting  the  various  steps  made  in  the  com- 
putation of  pre-1970  and  post-1970  housing  units  and  estimated 
population,  and  the  adjustment  and  summary  of  population  esti- 
mates are  presented  in  the  Appendix. 
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VABL.   .  I 

POPULATION  bY  RACE.  BY  CENSUS  TRACT 

1*76.  1970  AND  1960 


POPULATION  APRIL  1  1978 
CENSUS  SLACK  !. 

TRACT      TOTAL      WHITE    OTHER 


POPULATION  APRIL  1  1970 

8LAO  t> 
TOTAL      WHITE    OTrER 


POPULATION  APRIL  1  196. 

BLACK  <> 
TOTAL       WHITE    OTHER 


FULTON  COUNTY 


1 

* .  2  7  7 

-.258 

19 

-.604 

4,582 

22 

5.  215 

5,186 

2'- 

z 

5.29* 

5.2'.5 

53 

5.465 

5.449 

16 

5,743 

5,734 

4 

4 

I  .  ^79 

1  .823 

56 

1.938 

1  .907 

31 

3.057 

2.99} 

67 

5 

2.719 

2.621. 

95 

3.190 

3.  153 

3  J 

3.41,1 

3.461 

2. 

6 

1  .642 

1  .590 

52 

2.022 

1  .950 

72 

3.361 

3.203 

15c 

7 

1.958 

1.005 

953 

2.155 

1  .  .70 

4,15 

2.222 

1,303 

9:v 

H 

3.109 

147 

2.962 

j. 940 

192 

3.7-8 

5.220 

1  ,669 

3.53) 

9 

1  .582 

1  .323 

259 

1.259 

1  .040 

219 

2,649 

1.621 

1.02- 

in 

3.B4S 

3.710 

135 

3.618 

3.7o9 

109 

4  ,  166 

4.083 

oj 

1  1 

1  .83  7 

1  .472 

365 

2.299 

2.23C 

04 

2»6o- 

2,616 

4b 

12 

3.9H0 

3.377 

603 

4.245 

4.055 

14  0 

5.050 

4,963 

0  7 

13 

4.114 

3.189 

925 

4,362 

4,099 

763 

5.956 

4,930 

1.026 

I* 

1  .-29 

1  .-16 

13 

1  .»Tt 

1  .858 

16 

...251 

2.237 

it 

IS 

3.942 

3.908 

34 

-..797 

4.  752 

45 

5,532 

5.488 

4-. 

16 

' 1 .3*6 

i.351 

35 

1  .679 

1  .626 

51 

2,698 

2.8S2 

16 

17 

3.510 

3'<  6 

3.164 

5,009 

391 

4  ,olb 

7. Mo 

522 

6  »&'-*- 

18 

2.339 

53 

2.286 

3.633 

46 

3.567 

.  .  •  J  7  1 

151 

9.920 

19 

780 

670 

110 

893 

826 

67 

i  .303 

i  .160 

I- 

20 

1  .6S8 

766 

892 

;  .200 

1  .153 

42 

l.r-21 

I  .605 

It 

21 

2.273 

923 

1.350 

2,133 

1.671 

4b2 

3.037 

3.051 

3: 

22 

2.H59 

5 

2.851. 

3.693 

5 

3,o^fc 

5,370 

1 

S.361. 

23  . 

4,d32 

35 

4,797 

6,  119 

40 

6.0  79 

c  .  t_fl6 

64 

6.6?? 

?<• 

4 .  C  -  7 

0 

'..0'.? 

5.179 

4 

5.175 

5  .  -.  1  7 

0 

5.4; 

25 

4.749 

4 

4.745 

6.020 

u 

6.01O 

7.633 

0 

7.833 

26 

2.301 

0 

2.30. 

3.905 

1 

3.S04 

5,538 

1 

5.537 

27 

690 

466 

224 

7bS 

619 

146 

907 

569 

33; 

2B 

2.698 

1.56 

2.242 

2.967 

512 

2.455 

4,  186 

19C 

3.99f 

29 

2.281 

1.9 

2.232 

2.869 

26 

2.843 

-.804 

16 

4.6-' 

30 

?.t>61 

2.349 

312 

3.148 

2.991 

157 

4,027 

3.926 

101 

31 

2.457 

186 

2,271 

3,267 

251 

3.01a 

3.334 

1.093 

2.2-; 

32 

1  .838 

1  .275 

5t.3 

2.3S1 

1,608 

743 

3.380 

2.675 

70S 

33 

3.219 

54 

3.165 

3.854 

50 

3.f04 

5.-65 

300 

5.  US 

3S 

713 

150 

563 

771 

423 

-43 

1  ,7b0 

1.294 

4t. 

36 

1  .077 

7 

1  .070 

809 

12 

797 

:,  158 

0 

3.05b 

37 

1.062 

0 

1.062 

1  .262 

0 

1  .262 

2.038 

0 

2.0  3.- 

38 

4.217 

29 

4.188 

4,-61 

-7 

4,4  14 

5.469 

10 

5.954 

39 

3.065 

27 

3.038 

3.719 

31 

3.638 

4  .  o  3  0 

645 

3.9*;. 

40 

3.  144 

135 

3.009 

3.921 

1  7  1 

3.750 

4,<.o6 

895 

3.57; 

<•] 

2.975 

629 

2.346 

3.306 

1.5-.2 

1  .764 

3.9o7 

3  .  9  1  L 

49 

42 

2.343 

303 

2.040 

2.318 

963 

1.335 

3.804 

3.654 

1=.C 

32 
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LE  ]  1 
POPULATION  BY  RACE.  RY  CENSUS  TRACT 
1978.  1970  AND  1960 


POPULATION  APRIL  1  1978 
CENSUS  BLACK  S. 

TRACT      TOTAL      WHITE    OTHER 


POPULATION  APRIL  1  1970 

BLACK  & 
TOTAL      WHITE    OTHER 


POPULATION  APRIL  1  1960 

6LACK  k, 
TOTAL      WHITE    OTHER 


FULTON  COUNTY   CONT'D 


43 

2.362 

55 

2.307 

2.643 

54 

2,589 

-.166 

116 

4.070 

44 

2.546 

1  1 

2.535 

3.519 

13 

3.506 

5.213 

55 

5,158 

45 

828 

25 

803 

827 

12 

815 

2.346 

572 

1  .774 

".6 

902 

6 

896 

1.582 

7 

1.575 

5.300 

1.054 

4.246 

47 

787 

43 

744 

1.684 

74 

1  .610 

4,799 

762 

4.017 

"•8 

1.770 

129 

1  .641 

1.966 

540 

1.-26 

3.599 

1.927 

1.672 

49 

1  .521 

1  ,434 

87 

2.397 

2.133 

264 

3.709 

3.577 

132 

50 

2.220 

2.165 

55 

2.731 

2,707 

24 

3.102 

3.096 

4 

5? 

3.982 

3,348 

634 

4.464 

4,337 

127 

4.866 

4,846 

20 

53 

4.182 

1  ,607 

2.575 

5.434 

2,512 

2.922 

5.047 

4,976 

71 

55.01 

3.691 

4S 

3.646 

5.27  7 

63 

5.21- 

7,212 

1,613 

5.599 

55.0? 

4.726 

188 

4,538 

5.889 

217 

5,672 

7.161 

373 

6,766 

56 

2.753 

50 

2.703 

4,961 

69 

4,892 

6.652 

2.163 

4,489 

57 

1.903 

143 

1  .760 

2.537 

166 

2,369 

3.811 

14, 

3.667 

58 

2.008 

1.306 

70? 

2.236 

2.096 

140 

2.419 

2.418 

59 

646 

296 

350 

754 

583 

171 

1  .422 

1  .292 

130 

60 

4,825 

835 

3.990 

5.516 

1  .414 

4,102 

4,233 

4.229 

4 

<\ 

5.577 

426 

5.151 

5.801 

1.945 

3,b56 

5.207 

4.585 

622 

2.229 

598 

1.631 

2.497 

1.549 

9-8 

2.855 

2.283 

572 

63 

3.771 

194 

3.577 

4,739 

163 

4,576 

6. 055 

349 

5.707 

64 

2,373 

1.  148 

1.225 

1  .691 

1.554 

137 

1  .908 

1.90c 

0 

65 

4.505 

3.184 

1.321 

4.819 

4,783 

36 

5,625 

5.622 

3 

66.01 

2.316 

2.060 

256 

2.7  30 

2.516 

21-: 

5.300 

4.945 

355 

66.02 

1  .67- 

860 

B14 

1  .766 

1,631 

137/ 

67 

6,034 

1  .577 

4,457 

7.623 

1,949 

5.87- 

6,80b 

5.036 

3.769 

6ft 

3,243 

1.062 

2.181 

2.440 

1,748 

692 

2,724 

1.911 

613 

69 

3.636 

2.795 

84  1 

■,.099 

4,066 

33 

4.173 

-,  lei 

12 

70 

8.942 

5.405 

3.537 

9.532 

9.499 

33 

7  ,443 

7,434 

9 

71 

4,933 

82 

4.651 

4.054 

1.090 

2.9o- 

2.816 

665 

2.151 

Vd 

6.069 

2,377 

3.692 

8.0  63 

5.702 

2.361 

5,819 

4,314 

1  .505 

73 

6.819 

2.693 

4,126 

4,8  70 

4.763 

107 

2.725 

2.587 

133 

74 

3.915 

2.888 

1,027 

3,34? 

3,310 

32 

2.202 

2.201 

1 

75 

3.697 

3.261 

436 

3.902 

3.789 

113 

5,049 

4,8So 

191 

76.01 

8.488 

1  .739 

6.749 

6.  768 

6.640 

12  b\ 

5.103 

5.059 

-4 

76.02 

3.208 

659 

2.549 

2,793 

2.589 

MV 

77.01 

10.148 

2.145 

tt. 003 

6.053 

4,344 

1.709^ 

5.006 

4,729 

277 

77.0? 

7.466 

2.726 

4.742 

4,295 

4,191 

10*? 

33 
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POPULATION  BY  RACE.  BY  CENSUS  TRACT 
1978.  1970  ANO  I960 


POPULATION  APHIL  1  1978 
CtNSUS  BLACK  i 

TRACT      TOTAL      WHITE    OTHER 


POPULATION  APRIL  1  1970 

r:  ACK  {. 
TOTAL      WHITE    OTHER 


POPULATION  APRIL  1   1  96 

BLACr 

TOTAL      *HIT£    OThl 


FULTON  COUNTY   CONT'O 


78.01 

17.715 

203 

17. 

i512 

15.946 

265 

15, 

,681  i 

5.27- 

4,561 

7. 

78. oa 

5.158 

2.172 

2. 

.986 

3.634 

3.000 

634  | 

79 

-.341 

547 

3- 

,794 

4,64  1 

906 

3, 

,735 

3.591 

3.572 

fin 

6.513 

1.560 

4, 

,953 

6.811 

3.554 

3. 

,257 

6.472 

6.281 

1'. 

81.0  1 

1.322 

166 

1 

,156 

1.553 

19- 

1  , 

,35^ 

-.-08 

2.159 

2. 2- 

81.02 

7.648 

32 

7 

,616 

6.570 

48 

O  i 

,522] 

82.01 

7.322 

173 

7 

.149 

7.197 

193 

7, 

,0  04^ 

4.724 

534 

4.1'. 

82.02 

-.274 

33 

- 

.241 

4,344 

35 

4 

. 

83.01 

4.363 

21 

— 

,347 

5.391 

13 

5 

.37tfl 

8.759 

1.37o 

7.3 

83.02 

4,637 

7 

- 

.630 

6,0  32 

- 

6 

,02c  ; 

84 

6.450 

51 

6 

.399 

7.289 

53 

7 

■  236 

4,538 

69; 

3.L 

85 

7.0*5 

173 

6 

.912 

6.675 

206 

6 

.-69 

5.923 

5.916 

86.01 

7.-84 

435 

7 

.049 

7.335 

497 

o 

.83o 

7.103 

6.6-4 

^t 

86.02 

4,d29 

309 

4 

.520 

5.895 

364 

5 

.=31 

87.01 

5.273 

43 

5 

.230 

6 .  666 

5 

g 

,66l"i 

8.655 

-13 

t  ._ 

87.02 

4,  753 

272 

4 

.-81 

4.788 

317 

- 

.4  71  j 

88 

3.497 

3.093 

404 

-.240 

:.7l2 

528 

-.805 

4,-1- 

;. 

89 

10.613 

10.123 

490 

9.876 

9,433 

443 

o.428 

5.573 

d' 

90 

3.579 

3.572 

7 

3.783 

3.77^ 

1  1 

3.883 

3.683 

91 

6.999 

6.747 

252 

7.311 

7,?j,^ 

79 

5.  162 

5.1-5 

j 

92 

3.293 

3.198 

95 

3.613 

3.591 

22 

3.069 

2.927 

It 

93 

4.846 

4.829 

17 

5.386 

•  .365 

21 

5.149 

5.134 

9- 

5,o55 

5.598 

57 

5.356 

b.2i7 

69 

4.562 

4.5C2 

f 

95 

5.692 

5.608 

84 

5.882 

5.8  02 

80 

4.353 

4,237 

! 

96 

7.215 

7.092 

123 

8.332 

ti.  1S4 

14c5 

d.395 

8,128 

2( 

97 

3.101 

2.970 

131 

3.226 

3.077 

151 

2.970 

2.760 

2) 

98 

5.745 

5.622 

123 

6.129 

5,982 

i-7 

-  .966 

4.  744 

.->. 

99 

3.727 

3.682 

45 

-  .249 

-  ,  ;  -y  - 

5- 

3.4-3 

3.33b 

10 

100 

6.689 

6.644 

45 

6.615 

6.783 

32 

6.777 

6.710 

i 

10  1.01 

7.981 

7.935 

46 

7.797 

7,7-^ 

35N| 

7.645 

7,562 

.- 

101.02 

13.560 

13.457 

103 

8.147 

8.112 

»j 

102.01 

9.698 

9.654 

44 

".0.56V 

10.517 

,-s\ 

a.  842 

6.667 

lb 

102.02 

1-.666 

14.824 

42 

13.129 

13. Oh^ 

40/ 

34 


54 


TABLE  11 

POPULATION  BY  ►(ACE.  BY  CENSUS  TRACT 

1976.  1970  AND  I960 

POPULATION  APRIL  1  1976       POPULATION  APRIL  1  1970       POPULATION  APRIL  1  I960 
CENSUS  BLACK  k  BLACK  s,  Black  (. 

TRACT      TOTAL      WHITE    OTHER       TOTAL      WHITE    OThEK       TOTAL      WHITE    OTHER 

FULTON  COUNTY   CONT'D 


103 

10.045 

6.275 

3.770 

8.04<. 

7,808 

236 

3.833 

3.378 

455 

ICi 

4,691 

3.431 

1.260 

4.170 

2.887 

1  .283 

3.284 

2.059 

1.225 

105.01 

15.699 

15.335 

36*. 

7,394 

7,277 

117^ 

10,666 

8.-85 

2.181 

105.02 

16.111 

13.679 

2.432 

11.181 

8.916 

2.263j 

106.01 

4.135 

2.473 

1  .662 

3.879 

2.830 

1.049\ 

10.449 

6,392 

4,057 

106.02 

13.858 

6.876 

6.982 

7.890 

6.007 

1  .683J 

107 

3.860 

3.758 

102 

4,823 

4.722 

101 

5.504 

5,437 

67 

108 

8.616 

8.546 

70 

9.594 

9,516 

78 

10.082 

10.059 

23 

109 

1  .003 

850 

153 

1  .327 

1  ,143 

134 

2.495 

2.186 

309 

110 

<..<.7a 

2.  ".70 

2.008 

5.877 

3,000 

2,a77 

7,382 

3.249 

4,133 

111 

3.  33". 

3.230 

104 

3.928 

3,812 

1  16 

4,084 

4,080 

4 

112.01 

6.385 

5.604 

761 

6.79A 

6,633 

165~\ 
16J 

12.617 

12.557 

60 

112.02 

5.187 

5.167 

20 

6.  064 

6,048 

113.01 

5.557 

5.389 

166 

6,870 

6,859 

1 1 

9.055 

9,039 

16 

113.02 

15.672 

8.700 

6.972 

9.500 

9,464 

36; 

!* 

21 .753 

21 .369 

384 

9.7  98 

9,393 

40b 

S.B32 

5.432 

400 

4,69b 

4 .  68* 

12 

3.367 

3,353 

14 

2.495 

2.-65 

10 

i.„ 

7,310 

6.999 

311 

5.967 

5,721 

2-6 

-.897 

4,599 

29? 

TOTAL 

615.800 

3-0.600 

27S.200 

605.315 

366,946 

238.369 

n56.22b 

363,342 

192,884 

DEKALB  COUNTY 


?01 

1  .393 

1  ,385 

8 

1.622 

1  .613 

V 

1  .768 

1  .759 

9 

?02 

2.099 

2.078 

21 

2,^03 

2.179 

24 

2  .265 

2.25- 

31 

203 

3.330 

2.741 

569 

3.724 

3.230 

444 

4,067 

4.052 

15 

204 

2.788 

2.734 

54 

3.360 

3.266 

9- 

3.693 

3.556 

137 

205 

5,125 

128 

4  i 

.997 

6.403 

155 

6 

,2-8 

5.148 

4,108 

1  .040 

206 

2.857 

2 

2 

,655 

4.  185 

5 

4 

,  180 

6.085 

445 

5.6-0 

207 

3.820 

29 

3 

.791 

4,71b 

34 

4 

,682 

2.649 

2,6-  ) 

0 

208 

10.826 

613 

10 

.213 

10,954 

1,102 

9 

•  852 

7.7  79 

7,770 

9 

?09 

8.462 

2.290 

6 

,172 

9,520 

4,955 

4 

,565 

7.658 

7,656 

2 

211 

5.992 

4,858 

1 

,134 

6,545 

5,258 

1 

•  287 

32  1 

« 

* 

» 

212. 

01 

22.997 

22,830 

167 

14,070 

14.038 

212. 

02 

5.845 

5.822 

23 

6.293 

6.265 

26  \ 

H 

¥ 

* 

212. 

03 

8,347 

8,  186 

161 

9,360 

9,285 

75  ! 

212. 

04 

4,075 

4,019 

56 

4.126 

4.113 

13, 

35 
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TADLE  11 

POPULATION  BY  RACE.  BY  CENSUS  TRACT 

1978.  1970  AND  1960 


POPULATION  APRIL  1  1978 
CENSUS  bLACK  S> 

TRACT       TOTAL      WHITE    OTHER 


POPULATION  APRIL  1  1970 

BLACK  t. 
TOTAL      WHITE    OTHER 


POPULATION  APRIL  1  14< 

BLACr 

TOTAL      WHITE    OTh: 


OFKALB 

COUNTY   CONT 

•O 

213.01 

1  .871 

1  .508 

213.02 

P. ".62 

8. 407 

213.03 

4.730 

4.723 

213. 0* 

5.497 

5.389 

.''.-.  : 

6.012 

5.992 

21*. 02 

8.812 

8.773 

214.03 

7. BBS 

7.866 

JU.04 

6.783 

6.736 

363 

2.1  5* 

i  .72'. 

55 

8.974 

8.952 

7 

4.  176 

4,165 

108 

3.519 

3.409 

20 

6.600 

6.575 

39 

8.815 

e,798 

19 

8.083 

8. eel 

47 

5.221 

b.190 

-30, 

22  > 
If 

110 


17 
22 

31 


9. 456 


8.852 


215 

9.911 

9.814 

97 

11.559 

11,446 

113 

7.511 

7.412 

216.01 
216.02 
216.03 

8.143 
3.527 
3.428 

8.124 
3,441 
3.406 

19 
86 
22 

9,275 
3.625 

3.621 

9.252 
3,520 
3.602 

105  ) 

19 

9.646 

9.511 

217.01 
217.02 

10.310 
7.741 

10.245 
7.721 

65 
20 

10,294 
8.410 

10.215 
6.385 

19\ 

25  J 

4,434 

4.275 

218.01 
218.02 

18.642 
10.126 

18.614 

9.844 

28 
282 

17.011 
8.789 

16.978 

6.449 

> 

33  ) 

340, 

6.500 

6.087 

219 
220 
221 
222 

19,7-0 

25.898 

-.205 

5.200 

18.857 

25.259 

1  .267 

5.035 

883 

639 

2.938 

165 

9.464 

15.056 

4,091 

5,115 

8.627 

1-.803 

923 

4,920 

837 

253 

3.168 

195 

5.510 
4,767 
3.963 
5.212 

4,524 

4,498 
935 

4,904 

223.01 
223.02 

6.057 
4.054 

6.038 
4.030 

19 

24 

6,445 

4.209 

6,425 

4,160 

20^ 

29; 

9.007 

8.951 

224.01 
224.02 
224.03 

4,221 
4,883 
3.655 

4.  166 
4,678 
3,618 

55 

205 

37 

4.786 

4.0C7 

4,248 

4.745 

4,035 
4,211 

4l\ 

172-) 

37[ 

J 

13.552 

13.429 

225 
226 
227 
228 
229 

5.092 
5.730 
6.316 
3.57- 
5.086 

3,653 
5,698 
1  .465 
2.199 
3.864 

1  .-39 
32 
4,351 
1  .375 
1.202 

5.965 
4,907 
7,127 

3.944 

6.095 

4.  121 
4,861 
1  .624 
2.650 
5.080 

1.64- 

5.503 
1.294 
1.015 

7,396 
5.2  74 
5.144 
4.212 
6.167 

-.551 
5.128 
5.127 
4,089 
6.034 

230 

1.631 

1  .627 

4 

1  ,700 

1.695 

5 

1  .646 

1  ,638 

231.01 
231.02 
231.03 
231.04 

5.565 
3.038 
9.975 
9.612 

3.720 
2.999 

9.702 
8.002 

1.845 

39 

273 

1  .610 

6.  190 

2,825 

10.996 

5,590 

5.901 

2.813 

10.961 

5.460 

269 

12  \ 

.S! 

17.528 

17.316 

56 


TABLE  11 

POPULATION  BY  RACE.  BY  CE-.SUS  TRACT 

1978.  1970  AND  1960  .  . 

POPULATION  APRIL  1  1978        POPULATION  APRIL  1  1970        POPULATION  APRIL  1  1960 
CENSUS  BLACK  t.  BLACK  (,  SLACK  & 

TRACT      TOTAL      WHITE    OTHER       TOTAL      WHITE    OTHER       TOTAL      WHITE    OTHER 

DEKALB  COUNTY   CONT'D 


232 

20.738 

20,639 

99 

9.096 

9.038 

58 

3.593 

3.390 

203 

233 

13.249 

10,952 

2.297 

8.084 

5.584 

2,500 

6.906 

4.681 

2.225 

234.01 

17.291 

12,541 

4,750 

10.848 

10.149 

699~\ 

6.667 

5.668 

999 

23-.. 02 

26.050 

24.880 

1.170 

12,247 

11.993 

25-' 

235.01 

3.836 

1.739 

2.097 

3,910 

3.838 

72| 

23S.02 

7.879 

5.287 

2.592 

8.308 

8.294 

It) 

1 1.355 

11.259 

lb 

235.03 

10. ^79 

8.323 

2.  156 

9.650 

9.622 

236 

10.543 

3.442 

7.101 

1 1 .050 

8.109 

2.94  1 

8.692 

8.681 

1  1 

237 

5.980 

1  .004 

4,976 

5.770 

2,539 

3.231 

4,974 

4.951 

23 

238.01 

4,851 

2.260 

2.591 

4.896 

4,864 

32  ! 

238.02 

3.597 

1  .740 

1.857 

3,339 

3,152 

187 

11.116 

10.703 

-13 

238.03 

6,339 

2.978 

3.361 

6.620 

b.608 

ldJ 

TOTAL 

474,200 

390.000 

84,200 

415,387 

357,514 

57.873 

256.782 

234,370 

22.412 

C03B  COUNTY 


6.657 
18.683 
54.866 
25.061 
13.720 

5.180 

3.770 

5.473 

10.881 

6.863 

5.920 

10.322 


311.01  4.071  3.964 

311.02  8.173  7.214 

311.03  9.024  8.885 

311.04  17,014  16,914 

312  11.189  10.808 


301 

7.043 

•02 

19.186 

J3 

55.371 

304 

25.517 

305 

14.-41 

306 

5.519 

307 

6.068 

308 

5.675 

309 

11  .803 

310. 

01 

6.-*51 

310. 

02 

5.956 

310. 

03 

10.359 

386 

6.386 

5,966 

420 

4.738 

4,353 

365 

503 

11,222 

10,688 

534 

6.670 

6.-12 

458 

505 

15.131 

15,076 

55 

-.899 

4,817 

82 

456 

13.468 

13,407 

61 

8.190 

6.170 

2  0 

721 

11.262 

10.905 

377 

5.711 

5.50- 

207 

339 

5.649 

5.244 

-05 

^.  166 

4,857 

311 

298 

6.726 

4,155 

2.571 

7.332 

4  ,42'V 

2.903 

202 

7.675 

7.6-7 

228 

8.9S7 

M,eo3 

154 

922 

10.591 

9,501 

1  ,090 

5,8-9 

5,016 

633 

88 

7.566 

7,516 

46  ' 

36 

5.236 

5.217 

19S 

44  1 

1  1  ,547 

1  1 ,481 

66 

37 

10.788 

10. 744 

87 

4.631 

-.597 

34> 

959 

6.096 

5,328 

7  68  1 
43  ) 

17,296 

16.386 

912 

139 

7.916 

7,873 

100 

13.783 

13.690 

9J; 

332 

381 

7.870 

7,538 

6.167 

5.733 

-5- 

37 


57 


TABLE.'  11 

POPULATION  BY  RACE.  BY  CENSUS  TRACT 

ls.78.  1970  AND  1960 

POPULATION  APRIL  1  1978       POPULATION  APRIL  1  1970       POPULATION  APRIL  1  I960 
CFNSUS  BLACK  (.  BLACK.  K  BLACK  I 

TRACT      TOTAL      .MTE    OTHER       TOTAL      WHITE    OlntR       TOTAL      WnlTE    OTHER 

COBB  COUNTY     CONT'D 


313.01 
313.0? 
313.03 

6.646 

6.-43 
15.507 

6.79ft 

6.335 

14.472 

-8 

108 

1.035 

6.638 

5.8?? 

1  1  .403 

6.581 

5.761 

1  1.387 

57 

ti) 

11 .380 

11.75* 

126 

31- 
315 
TOTAL 

15.757 
10.887 

?7p.eoo 

15.016 

10.378 

268.200 

741 

509 

10.600 

12.99*. 

7.720 
196.793 

12.200 

7,117 

lb8.160 

79* 

603 
8.633 

5.992 

3.556 

11-.  174 

5.310 

3.071 

106,096 

68? 

465 

8.078 

CLAYTON  COUNTY 

401        3,167  3. 043  12<>  2.571  2.555  16      8.669      8.653        1* 

uv£                   7.976  7.4-8  5,872  5,818  54  2.764      2,643       121 

403.01  1.975  1.769  206  2.6'-  2.392  292 

403.02  6.596  6.580  16  6.956  6.940  16'. 

403.03  6.6?0  6.312  308  6.963  6,945  1 -.     16.583     16.857     1.726 


124 

2.571 

2.555 

528 

5,872 

5,818 

206 

2.684 

2.392 

16 

6.956 

6.940 

308 

6.963 

6,945 

620 

5.508 

4,653 

384 

6.141 

6.129 

922 

6.969 

6.193 

816 

7.385 

6,398 

71 

4,313 

4,303 

167 

12.678 

12.643 

403.04  5.390  -.770  620  5.508  -.853  655 

403.05  7.706  7.32?  384  6.141  6.129  12 

404.01  11.418  10.496  922  6.969  6.198  771^ 

404.02  7.251  6.435  816  7.385  6.398  987  6.692      5.451     1,24, 

404.03  7.881  7.810  71  4,313  4,303  10/ 

404.04  14,179  1-.012  167  12.678  12,6-3  35; 

405.01  27.045  26.537  508  11.761  11.728  33  3,060      2.952       128 

405.02  10.175  10.055  120  3.350  3.339  1 1 j 

406.01  20.015  18.193  1.622  11.321  10.429  1  .  J92-,     t.577  5.039     1.538 

406.02  4.906  4.618  288  3.071  2,724  J47> 

TOTAL  142.300  135.400  6.900  93.043  93,394  -.649'    4a. 365     -1.595     4,7?u 

GWINNETT  COUf.Tr 


501 

11.217 

10.121 

1.096 

9.221 

8.135 

1  .  0c6 

7.870 

6.649 

1.021 

502 

9,253 

8.895 

358 

6.279 

5.S50 

429 

4.?66 

3.837 

4/- 

503 

17.983 

17.379 

604 

1 1 .457 

10.910 

547 

7.625 

7.-01 

42- 

504 

4?, 541 

4?, 396 

145 

1 7.S04 

17,795 

109 

4.r>'.7 

4.533 

129 

505 

25.788 

25.126 

662 

13.692 

13.154 

733 

9.508 

8.755 

753 

506 

6.889 

6.=>57 

332 

5.312 

4,975 

337 

-.270 

3.995 

2  7'. 

507 

23.^29 

23.026 

503 

6.284 

7,732 

552 

'..135 

4.660 

- 

TOTAL 

137.200 

133.500 

3.700 

72.3-9 

63,551 

3.7V6 

43,b-l 

40.035 

3.506 

38 
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TABLE  11 

POPULATION  BY  RACE.  BY  CENSUS  TRACT 

1978.  1970  AND  I960 

POPULATION  APRIL  1  1978       POPULATION  APRIL  1  1970       POPULATION  APRIL  1  1960 
CENSUS  MLACK  S,  BLACK  *.  BLACK  & 

TRACT      TOTAL      WHITE    OTHER       TOTAL      WHITE    OTHER       TOTAL      WHITE    OTHER 

ROCKDALE  COUNTY 


601 

4,577 

4,371 

206 

2.892 

2.651 

241 

NA 

NA 

NA 

602 

5.629 

5,  162 

467 

3.019 

2.573 

446 

NA 

NA 

NA 

603 

14,332 

12.309 

2.023 

9.303 

7.170 

2.133 

NA 

NA 

NA 

604        7.562      7.258       304      2.938      2.604       334         NA         NA         NA 
TOTAL     32.100     29.100     3,000     18.152     14,998     3,154     13.572      7,683      2.889 


DOUGLAS  COUNTY 


soi 

4,776 

4.482 

802 

9.348 

9,311 

eo3 

9.646 

8.438 

804 

5.703 

5.195 

805 

15.488 

15.369 

806 

5.639 

5.605 

TOTAL 

50.600 

48.400 

294 

3.956 

3.604 

37 

5.818 

5.775 

208 

9.134 

7.620 

508 

3.786 

3.  165 

119 

3.306 

3.206 

34 

2.657 

2.615 

200 

28.659 

25,985 

352  MA  NA  NA 

43  NA  NA  NA 

,514  NA  NA  NA 

621  NA  NA  NA 

1C2  NA  NA  NA 


42  NA  NA  NA 

2.674     16.741     14,252      2.489 


GRAND  *• 

TOTAL  1.731.000  1.345.200   385.800  1,434.698  1.115,548   319,150  1.044,401   607,373    237.028 


•Former  DC-IO.  11.  12  and  14. have  been  co;r.bined  to  lonr.  census  traces  211.  212.01  212.02.  212.03,  212.04. 

214.01,  214.02.  214.03.  and  214.04.   It  is  not  possible  to  calculate  etroivalent  lc60  and  ]  370  l.gures 

for  former  tracts  DC-10.  11.  12  and  14.   Comparable  i960  figures  for  this  area  (211,  212.01,  212.02. 

etc.)  are  as  follows:   Numbcl  of  Persons  35,132.  Average  Annual  Net  Change  I960  to  197;.  3,473.   This 

total  (35,182)   is  reflected  in  the  1960  total  for  DeHalb  County. 
1960  total  reflects  correction  of  Census  error  in  Tract  11.   1970  total  reflects  ARC  correction  of 
Census  double-counting  the  Federal  Penitentiary  in  Tract  68.  ,  dt.,.,ied 

•■The  corrected  total  varies  slightly  with  the  other  tables  in  this  report  due  to  a  lack  of  detailed, 
corrected  Census  data. 

Source:   I960  and  1970  fiyuies  are  from  official  publications  and  summary  tapes  of  the  Cer.sus  Bureau. 
The  1978  figures  are  estimates  of  Lhe  Atlanta  Regional  Commission. 
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APPENDIX  II 

Vita  of  Robert  E.  Snc 

VI  i'A 
ROBERT  E.  SNOW 


ADDRESSES: 


Office: 

College  of  Urban  Life 
Georgia  State  University 
University  Plaza 
Atlanta,  Georgia   30303 
Phone:   (404)  658-3523 


Home : 

4981  Alexander  Avenue 
Union  City,  Georgia 
Phone:   (404)  964-1450 


MAJOR  FIELDS: 


Research  Methodology  and  Statistics 
Urban  Sociology,  Economics  and  Planning 
Deviance,  Criminology  and  Criminal  Justice 


EDUCATION: 


B.A. ,  Maryville  College,  1971 

cum  laude  Economics,  Thesis: 

"A  Dynamics  Model  for  Cost  Analysis  of  Population  Control" 

M.A.,  Emory  University,  1974 
Sociology,  Thesis: 
"Prediction  of  City-Ring  Population  Growth:   1960-1970" 

PH.D.,  Emory  University  (expected,  1980) 
Sociology,  Dissertation: 
"Urban  Public  Policy  and  Quality  of  Life" 


EXPERIENCE: 


TEACHING: 

Instructor  (part-time),  Emory  University  1972-1973,  1975 
Instructor,  West  Georgia  College  1976-1977 

RESEARCH : 

Research  Assistant,  Ford  Comparative  Urbanism  Project, 

Emory  University,  1972-1976 
Research  Assistant,  Fulton  County  Survey  Project, 

Georgia  State  University,  1976 
Research  Assistant,  Institute  for  Urban  Research  and  Service, 

Georgia  State  University, 1977-1978 
Assistant  Director,  Center  for  Urban  Research  and  Service 

Georgia  State  University  1978  - 
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ASSOCIATIONS: 


Alpha  Kappa  Delta  (President,  Alpha  Georgia  Chapter,  19.72) 
Georgia  Sociological/Anthropological  Society 
Pi  Gamma  Mu  (President,  1970-1971) 
Southern  Sociological  Society 
American  Sociological  Association 


ARTICLES: 


"Urban  Population  Growth:   A  Predictive  Model," 
Published  by  the  Center  for  International  Studies, 
Emory  University,  1976. 

"The  Division  of  Labor:   Conceptual  and  Methodological  Issues," 
SOCIAL  FORCES  (December,  1976),  with  David  L.  Smith. 

"Subcultures  of  Violent  Victimization:   An  Empirical  Reappraisal," 
(forthcoming)  SOUTHERN  JOURNAL  OF  CRIMINAL  JUSTICE,  with  David  L. 
Smith. 

ARTICLES  UNDER  REVIEW: 

"A  Social  Indicators  Test  of  a  Durkheimian  Model  of  Social  Change," 
(with  David  L.  Smith). 

"Religion,  Violence,  and  Privileged  Groups,"  (with  Maya  Smith). 

"Designing  Human  Services  for  Hispanic  Americans:   Issues  and 
Approaches,"  (with  John  D.  Hutcheson) . 

CONFERENCE  PAPERS  AND  PARTICIPATION: 

"A  Social  Indicators  Test  of  a  Durkheimian  Model  of  Social  Change," 
Presented  at  the  Social  Indicators  Session,  Southern  Sociological 
Society  Meetings,  1975  with  David  L.  Smith. 

"Density  and  Pathology:   Dirty  Dishes  in  a  Behavioral  Sink," 
Urban  Sociology  Session,  Southern  Sociological  Society  Meetings, 
1976. 

"Culture,  Violence,  and  Social  Class,"  Deviance  Session,  Southern 
Sociological  Society  Meetings,  1976  with  David  L.  Smith. 

"Collecting  Community  Development  Data  in  Small  Cities,"  first 
Annual  Technical  Education  Seminar,  Georgia  APDC  Stadium  Hotel, 
April  1979. 

"The  effects  of  interviewer  characteristics  on  item  response," 
Presented  for  delivery  at  the  Annual  Meeting  of  the  American 
Statistical  Association,  Washington,  D.C. ,  August  1979  with  John  D. 
Hutcheson  and  James  E.  Prather. 
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SPONSORED  RESEARCH: 

Research  Assistant,  Ford  Comparative  Urbanism  Project,  .Emory 
University  1972-1976,  prepared  report:  "Urban  Population 
Growth:   A  Predictive  Model,"  1976. 

Deputy  Director,  Fulton  County  Survey  Project,  1976;  Institute 
for  Urban  Research  and  Service,  College  of  Urban  Life,  Georgia 
State  University,  Contract  with  Fulton  County  Georgia.   Final 
Report:   "Fulton  County  Survey  Project,  1976:   Codebook  and 
User's  Guide,"  1977. 

Research  Associate,  Fulton  County  Program  Planning  and  Evaluation 
Project,  1977-1978;  Institute  for  Urban  Research  and  Service, 
Georgia  State  University,  Contract  with  Fulton  County  Georgia. 
Final  Reports:   "A  Demographic  Description  of  the  Population 
of  Fulton  County  by  Census  Tract,"  "Work  Status  of  the  Civilian 
Population  in  Fulton  County  Georgia,  1976,"  and  Service  Satis- 
faction and  Financing  Preferences  Among  Residents  of  Fulton 
County  and  the  City  of  Atlanta,  Georgia,  Volumes  I-IX." 

Co-Principal  Investigator,  A  Guide  to  the  Collection  of  Community 
Development  Data  in  Small  Cities,  Sponsored  by  the  Georgia 
Inter-University  Task  Force  and  Funded  by  the  National  Science 
Foundation,  1978. 

Assistant  Director,  Development  of  Community  Housing  Data  Base  for 
the  City  of  Macon,  Georgia.   Funded  by  the  Bibb  County-Macon 
Planning  and  Zoning  Board,  1978-1979. 

Director,  Training  Seminar,  Director  of  Technical  Services,  Assess- 
ment of  Special  Service  Needs  Among  the  Hispanic  Population  of 
the  Atlanta  Area.   Contracts  with  the  Atlanta  Regional  Commission 
and  Fulton  County,  Georgia.   Final  Report:   "The  Assessment  of 
Special  Service  Needs  Among  the  Hispanic  Population  of  the 
Atlanta  Area." 

CURRENT  RESEARCH  AND  WRITING: 

The  Household  Arsenal:   Gun  Ownership  Among  Inner  City  Blacks 
and  Whites. 

"Public  Attribution  of  Stigma  to  Rape  Victims." 

HONORS  AND  ACTIVITIES: 

New  York  State  Regents  Scholarship,  1967 

Blount  National  Bank  Economics  Award,  1971 

National  Institute  of  Mental  Health  Traineeship,  1971-1972 

Emory  University  Fellowship,  1972-1973 

June,  1979 
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Senator  Tsongas.  Tell  me,  when  was  the  suit  initiated? 

Mr.  Schwind.  Just  a  moment.  The  suit  was  filed  on  April  26, 
1978,  in  the  U.S.  District  Court  for  the  Northern  District  of  Geor- 
gia. 

'  Senator  Tsongas.  I  take  it  from  your  testimony  that  Amoco 
seems  intent  upon  retaining  the  system. 

Mr.  Schwind.  I  know  nothing  of  Amoco's  intentions  except  what 
I  could  possibly  perceive  from  their  actions  or  inactions.  To  date, 
Amoco  has  not  responded  to  my  original  request  directed  to 
Amoco's  counsel  with  reference  to  the  settlement  of  this  matter. 

Senator  Tsongas.  But  in  their  response  to  your  suit,  did  they 
acknowledge  the  use  of  the  ZIP  code? 

Mr.  Schwind.  Yes,  they  did.  In  fact,  in  some  supplemental  inter- 
rogatories submitted  to  Amoco,  in  which  I  asked,  in  effect,  do  you 
continue  to  use  the  ZIP  code  as  a  factor  in  your  point  scoring 
system,  the  response  of  Amoco  was  yes. 

Senator  Tsongas.  I  suppose  that  we  could  presume  that  the 
neighborhoods  that  these  people  live  in  is  not  subject  to  the  stand- 
point of  prohibition? 

Mr.  Schwind.  I  don't  understand,  Senator. 

Senator  Tsongas.  That  may  be  for  the  better.  [Laughter.] 

The  point  I  was  trying  to  make  is  that  I  assume  the  lawyers  who 
defend  them  live  in  neighborhoods  that  don't  have  ZIP  code  prob- 
lems. 

Mr.  Schwind.  I  can't  answer  that,  because  I  don  t  know  where 
they  live.  I  can  answer  for  myself.  I  live  in  ZIP  code  area  30324. 
That  ZIP  code  area  is  similarly  proscribed,  and  that  came  as  rather 
a  surprise  to  me,  when  I  saw  Amoco's  responses  to  interrogatories 
in  that  connection.  But  I  surmise— and  that  surmise  has  been 
subsequently  verified  by  Mr.  Snow— that  the  reason  that  30324  is 
proscribed  is  probably  because  our  ZIP  code,  where  I  live,  contains 
most,  or  many,  at  least,  of  the  Atlanta  area's  Hispanics  and  orien- 
tals. 

Senator  Tsongas.  Let  me  commend  you  for  not  sitting  back  and 

taking  it. 

Senator  Levin? 

Senator  Levin.  I  just  have  one  question.  Have  you  talked  to  the 
client  about  her  feelings  when  she  received  her  rejection,  one  of 
the  factors  listed  for  her  rejection,  one  of  the  principal  factors,  was 
the  area  in  which  she  lived?  Has  she  described  her  reaction  to  it, 
her  feelings? 

Mr.  Schwind.  Yes,  many  times,  including  as  recently  as  last 
week.  Mrs.  Cherry  is  a  very  proud  woman.  She  has  been  divorced 
for  a  number  of  years,  and  she  has  what  she  considers  a  good  and 
responsible  job.  She  supports  herself  and  her  children.  She  has 
bought  and  owns  her  own  home.  And  she  is  proud  of  the  fact  that 
she  has  been  able  to  meet  her  obligations  to  her  creditors  and  that 
she  has  a  good  credit  standing  in  the  Atlanta  area. 

Therefore,  when  her  credit  application  was  denied,  she  was 
rather  outraged,  and  it  was  this  outrage  that  prompted  her  to  seek 
legal  counsel. 

Senator  Tsongas.  Senator  Riegle? 

Senator  Riegle.  Mr.  Chairman,  I'm  wondering  if  it  would  make 
sense  to  make  a  list  of  the  companies  that  do  the  largest  amount  of 
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credit  business,  the  major  oil  companies  and  some  of  the  other 
companies  like  American  Express  and  so  forth,  who  are  basically 
in  the  credit  card  credit  business,  and  ask  them.  I  mean,  devise  a 
standard  letter  that  can  be  sent  to  each  one  under  the  heading  of 
the  subcommittee  and  ask  them  for  a  formal  response. 

This  would  have  nothing  to  do  with  the  particular  case  that's 
just  been  mentioned  here.  But  as  part  of  the  committee  record,  we 
ought  to  make  a  formal  request  for  that  information,  and  I  would 
hope  that  each  one  would  supply  it.  If  not,  I  think  we'd  have  to 
consider  what  other  steps  we'd  want  to  take  to  obtain  it.  I  would 
like  to  see  us  get  that. 

Senator  Tsongas.  Let  me  ask— Senator  Riegle? 

Senator  Riegle.  That's  all. 

Senator  Tsongas.  What  is  the  feasibility  of  someone  who  makes 
$14,000  a  year  and  gets  rejected  on  a  credit  application,  what  is  the 
feasibility  of  that  person  hiring  a  lawyer  and  taking  on  an  institu- 
tion like  Amoco? 

LITIGATION  EXPENSIVE 

Mr.  Schwind.  I  can  only  speak  for  my  own  client  in  that  regard, 
and  limit  my  remarks  to  my  client.  Mrs.  Cherry  is,  of  course,  not 
capable  of  maintaining  long  and  protracted  litigation.  She  has 
herself  and  her  two  children  to  support.  It's  a  matter  of  conjecture 
just  how  far  her  outrage  on  being  denied  credit  will  carry  her 
forward  in  this  litigation. 

She  has  retained  us  to  represent  her  in  this  matter  and  this  we 
are  doing.  That's  all  I  can  say. 

Senator  Tsongas.  Well,  I  figured  that  one  could  presume  that  at 
an  income  level  of  $14,000  a  year  there's  a  limit  to  how  long  one 
could  keep  a  lawyer  in  one's  employee.  And  certainly  Amoco  must 
be  as  aware  of  that  as  anybody  else. 

Mr.  Schwind.  In  further  response  to  your  inquiry,  Senator,  I  can 
assure  you  that  Mrs.  Cherry  alone  is  maintaining  this,  that  she  or 
her  legal  counsel  receive  support  from  no  one  else. 

Senator  Tsongas.  Mrs.  Selick,  would  you  like  to  speak? 

AILEEN  SELICK,  DETROIT,  MICH. 

Mrs.  Selick.  Good  morning  and  thank  you  very  much.  I  want  to 
really  thank  you  for  this  opportunity,  and  my  appreciation  extends 
far  beyond  the  usual  courtesy  and  way  beyond  what  is  the  usual 
rhetoric,  in  commending  you  for  giving  me  this  chance.  This  really 
is  opportune,  and  my  remarks  this  morning  are  going  to  be  very 
brief.  But  I  do  plan  to  comment  on  four  major  areas,  if  I  might: 

First,  I'd  like  to  talk  about  the  issue  of  credit  award  or  denial  in 
perspective,  as  I  see  it;  second,  some  clarification  of  the  events  in 
our  specific  case;  third,  the  philosophical  and  pragmatic  effect  of 
credit  denial;  and  fourth,  an  expression,  a  sincere  expression  of 
confidence  in  this  process. 

Permit  me,  if  you  will,  to  share  some  information  about  my 
husband  and  myself.  Both  of  us  are  native  Detroiters,  and  follow- 
ing his  honorable  discharge  from  the  U.S.  Marine  Corps,  my  hus- 
band joined  the  Detroit  Police  Department,  from  which  he  retired 
just  over  5  years  ago,  after  26  years  of  service. 


64 


PUBLIC   SERVANTS    REWARDED 


I  began  teaching  in  the  Detroit  public  schools  in  September  of 
1949,  and  in  November  of  that  year  we  decided  to  get  married.  As  I 
recall,  our  total  salaries  in  those  days  were  somewhere  around 
$7,000.  But  we  were  told  that  public  servants  were  rewarded  in 
other  ways.  Perhaps  that  strikes  a  note,  gentlemen. 

Through  the  years  we  rose  professionally,  and  through  the  years, 
of  course,  our  salaries  improved  as  well.  We  bought  a  house  in 
Detroit,  in  the  far  northwest  corner.  We  raised  a  son  and  we  paid 
our  bills,  and  we  worked  hard.  And  as  we  progressed,  we  found 
that  we  had  some  opportunities  to  do  some  things  that  one  might 
call  live  the  good  life,  and  we  resided  in  that  house  that  we  bought 
and  enjoyed  it  and  loved  it,  located,  as  I  said,  in  the  far  northwest 
section  of  the  city  of  Detroit,  until  just  after  my  husband's  retire- 
ment. 

And  during  that  time,  of  course,  we  applied  for  several  kinds  of 
credit  cards  and  several  sorts  of  mortgage,  for  example.  All  were 
awarded  immediately,  and  in  fact,  many  were  awarded  after  solici- 
tation by  the  company,  who  asked  us  to  apply. 

Now,  my  husband,  upon  retirement,  was  offered  and  accepted  a 
position  as  the  director  of  a  metro  squad  in  Jackson  County,  Mich., 
the  metro  squad  being  one  particularly  concerned  with  narcotics 
activities.  He  accepted  that.  And  there  I  was,  gentlemen,  in  that 
house  by  myself,  and  our  son  was  off  at  college.  And  so  we  sold  our 
home  in  northwest  Detroit. 

By  the  way,  we  sold  it  to  a  Michigan  State  trooper,  to  kind  of 
keep  it  in  the  family. 

Now,  I'm  employed  by  the  Detroit  Board  of  Education  as  an 
assistant  to  the  general  superintendent.  My  office  is  in  the  Schools 
Center,  which  is  a  building  located  on  the  main  street  of  Detroit, 
Woodward  Avenue.  It's  a  building  which  was  purchased  by  the 
Detroit  Board  of  Education  some  years  ago  from  the  Maccabees 
Insurance  Co.  when  they  left  and  went  somewhere  else.  It's  located 
between  the  campus  of  Wayne  State  University  and  the  cultural 
center  of  Detroit.  That  cultural  center  includes  the  Detroit  Insti- 
tute of  Arts  and  the  internationally  known  Merrill  Palmer  Insti- 
tute, the  Center  for  Creative  Studies  and  many  other  institutions  of 
this  sort. 

The  area  is  one  where  there  were  large  mansions.  Many,  many 
of  the  names  that  are  well  known  in  Detroit  lived  there.  But  in 
addition,  there  were  small  homes,  single  homes  and  flats.  Among 
the  areas  of  blight  and  ravaged  lands  and  businesses — and  there 
were  very  few  of  them,  gentlemen —  remained  a  few  apartment 
buildings. 

And  so,  we  said,  what  better  place  to  live  than  right  here,  in  the 
heart  of  the  university  cultural  center,  with  a  neighbor  like  the 
main  library,  with  a  neighbor  like  one  of  the  foremost  universities 
in  this  Nation,  Wayne  State  University.  And  on  top  of  that,  I  can 
walk  the  3  blocks  to  work. 

So  we  rented  an  apartment  in  a  building  which  is  called  the  Art 
Centre  Apartments,  located  on  John  R.  and  Kirby. 

The  following  year  my  husband  left  his  employment  in  Jackson 
County,  Mich.,  and  he  secured  a  position  as  a  security  officer  at 


65 

Harper-Grace  Hospital,  known  as  United  Hospitals  of  Detroit,  in 
the  adjacent  medical  center. 

At  the  same  time,  he  secured  a  license  as  a  private  eye  or  as  a 
licensed  private  investigator  from  the  State  of  Michigan,  which,  of 
course,  requires  some  extensive  investigation  into  his  background 
and  credibility. 

Then  in  early  1976  we  purchased  a  Blue  Bird  Wanderlodge.  That 
is  a  motor  home,  commonly  referred  to  as  a  recreational  vehicle, 
made  by  the  Blue  Bird  Coach  Co.  of  Fort  Valley,  Ga.  It,  by  the  way, 
had  always  been  our  dream.  At  the  time  of  purchase  that  vehicle  s 
price  began  at  $65,000. 

Well,  appropriate  financing,  which  we  requested,  was  secured 
immediately  without  any  negotiation  whatsoever,  and  we  had  our 

dream  vehicle.  , 

Simultaneously,  my  husband  decided  to  secure  his  private  pilot  s 
license.  He  did  so,  holds  it  to  this  day.  And  we  found  that  touring 
in  small  aircraft  was  another  kind  of  enjoyment  which  we  had 
finally  been  able  to  participate  in. 

Now,  we  owned  pleasure  craft  a  few  years  before,  including  a  42- 
foot  ChrisCraft.  We  decided— we  had  used,  by  the  way,  credit  cards 
to  buy  the  fuel  for  that  vehicle  as  well.  We  have  two  boats  now.  We 
carry  one  on  top  of  the  motor  home.  Sometimes  we  even  carry  the 
other  one  on  the  top  of  the  four-wheel  vehicle  that  we  tow  behind 
the  motor  home. 

Opportunity  for  buying  fuel  with  credit  cards  was  extremely 
important  to  us.  Now,  we  toured  in  that  motor  home.  We  went  all 
over  this  country:  trips  to  Nova  Scotia,  tours  to  California,  to 
Florida,  and  we  had  a  marvelous  time. 

One  weekend,  as  we  were  home,  we  looked  out  of  our  living  room 
window.  We  looked  at  our  closest  gasoline  station,  4  short  blocks 
away,  and  it  had  a  very  wide  driveway,  which  our  Blue  Bird 
Wanderlodge  needs,  particularly  if  I'm  driving  it.  [Laughter.] 

One  weekend,  then,  in  May  of  1977,  we  decided  to  patronize  our 
neighborhood  station,  a  Mobil  station.  And  we  drove  in  and  asked 
for  a  credit  card  application  form.  Well,  none  were  available.  We 
really  didn't  think  too  much  about  that  at  the  time. 

Later  that  weekend  we  secured  such  an  application  blank  from  a 
Mobil  station  on  the  freeway,  and  also  from  another  company  that 
maintains  truck  stops  on  the  freeways.  And  that  evening  in  our 
motor  home,  we  completed  those  applications  and  mailed  them 
upon  our  return  to  Detroit. 

GOOD   CREDIT,   THEN   REJECTION 

Well,  very  soon  after  we  received  a  letter  from  the  company  that 
maintains  the  truck  stops,  welcoming  us  as  a  good  credit  customer 
and  supplying  us  with  that  marvelous  piece  of  plastic. 

Very  soon  after  that,  we  received  another  letter,  and  it  is  the 
letter  copies,  of  which  members  of  the  committee  have  before  them, 
the  letter  from  Mobil  Oil  dated  June  2,  1977.  It  denied  us  credit, 
primarily — I  quote:  "Because  of  the  company's  credit  experience  in 
our  geographic  location,"  and  secondarily  "because  of  their  credit 
experience  in  occupation."  In  these  categories,  Mobil  said,  we 
scored  the  lowest. 
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Now,  surely,  we  thought,  there  must  be  an  explanation  for  this, 
especially  since  the  letter  indicated  no  other  references  were  used. 
Well,  we  considered  what  they  meant  and  we  were  distressed,  and 
we  didn't  understand  it.  How  in  the  world  did  they  assess  us?  What 
did  geographic  location  mean?  Why,  when  we  possessed,  and  still 
do,  five  or  six  other  gasoline  credit  cards  and  many  other  common 
pieces  of  plastic,  you  know,  like  Visa,  Master  Charge,  and  all  the 
usual  ones,  why  in  the  world  would  Mobil  deny  us? 

Well,  after  preliminary  discussion  with  a  staff  member  of  Sena- 
tor Carl  Levin,  who  at  that  time  was  president  of  our  city  council 
in  Detroit,  I  called  the  Mobil  office  in  Kansas  City.  And  on  June 
10,  1977,  I  spoke  with  a  Ms.  E.  A.  Wilson  about  that  letter  of 
denial.  In  response  to  my  inquiry  about  being  denied,  she  indicated 
to  me  that  Mobil's — I  quote — "systematic  study,"  used  geographic 
location  as  a  variable,  and  that  our  rejection  was  based  upon  that 
factor. 

She  also  confirmed,  upon  my  question,  that  geographic  location 
meant  ZIP  code.  I  said,  do  you  mean  my  ZIP  code,  48202,  which 
also  translates  euphemistically  to  inner  city  Detroit?  Well,  she 
affirmed  that,  but  then  hastened  to  add  that  sometimes  only  the 
first  three  digits,  specifically  482,  are  used. 

I  expressed  extreme  shock,  because  that  includes  the  entire  city 
of  Detroit.  I  reminded  her  that  not  only  was  the  entire  city  includ- 
ed in  that,  but  even  some  of  our  suburbs.  And  if  I  remember 
correctly,  the  ZIP  code  for  Grosse  Pointe  also  includes  482  as  its 
first  three  digits. 

She  did  not  comment  upon  that. 

Now,  as  to  the  second  reason  for  our  rejection  by  Mobil,  I  asked 
her  what  that  meant.  Her  response  was,  she  had  no  legal  obliga- 
tion to  tell  me.  I  persisted,  by  indicating  to  her  that  between  my 
husband  and  myself  we  probably  had  five  occupations — you  know, 
a  retiree,  police  officer,  a  private  eye,  if  I  may  say.  I  am  a  school 
teacher,  was  a  principal  or  an  educator,  whatever  one  wants  to  call 
that. 

Which  one  of  those  or  set  of  those  did  she  mean  and  did  the 
corporation  mean?  She  refused  to  answer  and  stated  most  emphati- 
cally that  she  was  not  required  to  give  me  any  additional  informa- 
tion, other  than  that  which  does  appear  on  the  letter. 

Well,  I  tried  to  explain  to  her  then  by  taking  a  different  tack, 
that  the  reason  we  had  requested  the  Mobil  card  in  the  first  place 
was  because  we  wanted  to  fill  up  our  vehicle's  gas  tank  which 
holds  150  gallons  of  gas. 

Her  response  to  that  was:  Well,  that  was  none  of  her  concern. 
That  was  up  to  sales.  She  refused  to  answer  any  further  questions 
from  me,  ( and  in  her  opinion  that  was  the  end  of  the  matter. 

I  said,  "Is  that  the  end?  Have  I  no  more  that  I  can  provide  to 

0>  9 

you? 

She  simply  restated  again  the  fact  that  our  application  had  been 
denied  primarily  on  the  basis  of  our  geographic  location,  and  that 
was  the  end  of  that;  and  the  reasons  had  been  stated  as  fully  as 
were  required. 

Well,  as  my  letter  to  then  council  president  Levin,  now  Senator 
Levin,  indicates,  I  reviewed  what  had  happened  and  I  asked  his 
counsel  and  advice.  I  had  every  confidence  in  Senator  Levin's  abili- 


67 

ty  to  understand  the  dimensions  of  the  issue,  and  to  advise  me  as 
to  what  to  do,  and  to  take  personal  leadership  in  resolving  it,  to 
bring  the  issue  before  the  public  and  the  government,  aye,  as  this 
morning's  committee  is  doing. 

Soon  after  the  Mobil  application,  my  husband  and  1  decided  that 
we  wanted  to  apply  to  every  kind  of  credit  card  we  could  think  of, 
just  to  see  what  would  happen,  and  we  did.  And  not  even  one  of 
them  was  denied.  Ironically,  even  the  application  which  we  sent  to 
Montgomery  Ward— because  I  had  read,  I  believe  in  the  New  York 
Times,  or  perhaps  in  the  Wall  Street  Journal,  that  there  was  some 
kind  of  corporate  alliance  between  Mobil  Oil  Corp.  and  Montgom- 
ery Ward. 

By  the  way,  parenthetically,  we  took  grave  care  to  complete  the 
applications  in  precisely  the  best  way  we  could.  We  didn't  keep 
copies  of  our  applications.  We  never  needed  to.  Every  time  we  sent 
them  in,  they  came  back  with  a  welcome,  but  we  sent  it  in. 

I  have  that  Montgomery  Ward  credit  card  here.  It  has  never 
been  opened.  The  plastic  is  still  inside  its  plastic  envelope.  And  in 
addition  to  that,  in  the  last  couple  of  weeks,  we  received  a  very, 
very  nice  letter  from  Montgomery  Ward  asking  us  why  we  had  not 
availed  ourselves  of  the  credit  they  had  extended  to  us. 

My  husband  and  I  have  had  almost  exactly  2  years  to  reflect 
upon  this,  and  I  want  to  share  with  you,  if  I  might,  just  a  few  of 
our  observations. 

First,  may  I  most  respectfully  call  your  attention  to  the  very 
meaning  and  definition  of  the  word  "credit."  And  then  may  I  ask 
that  you  transfer  that  definition  to  the  word  "credibility." 

DENIAL   OF   CREDIBILITY 

The  denial  of  credit  to  us  as  Mobil  has  done  is  a  denial  of  our 
credibility.  That  action  says  we're  not  trustworthy.  We  have  been 
discredited. 

Further,  as  you  know— and  gentlemen,  this  concerns  me  very 
deeply— many  applications  ask  the  specific  question:  Have  you  ever 
been  denied  credit? 

I  submit  to  you,  what  must  our  answer  be?  Even  at  this  stage, 
and  forever,  unless  something  is  done  about  that.  Our  response  to 
that  question:  Have  you  ever  been  denied  credit?  Must  be,  "Yes." 

I  submit  that  that  condemnation  is  extremely  serious,  and  its 
effect  not  only  on  us  personally,  but  upon  areas,  is  traumatic  on 
multiple  counts. 

There  are  additional  costs,  as  you  know,  placed  upon  persons 
who  live  in  areas  such  as  ours  in  Detroit.  Those  costs  are,  in  some 
cases,  of  the  nature  which  accompanies  urban  areas,  but  others  I 
believe  most  sincerely  are  penalties  which  are  assessed  on  the  basis 
of  the  actions  of  others,  burdens  which  many  cannot  assume;  and, 
gentlemen,  burdens  which  many  of  us  are  not  willing  to  continue 
to  assume  unless  significant  changes  are  made. 

As  I  look  out  of  our  living  room  windows  now  at  the  skyline  of 
Detroit,  I  see  evidence  of  blight.  Certainly  I  do.  But  more  impor- 
tantly, I  see  the  evidence  of  renewal,  of  rebirth.  I  see  trees,  and 
grass,  and  homes,  and  children  playing,  and  I  see  senior  citizens  on 
their  balconies,  in  those  very  same  places  where  rubble  lay  just  a 
very  few  years  ago. 
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I  see  the  results  of  private  and  governmental  contributions  and 
commitment  in  dollars  and  in  expertise.  And  one  certain  way,  I 
submit  to  you  gentlemen  most  respectfully,  one  certain  way  to 
undo  what  has  been  started,  and  to  hasten  urban  flight,  is  to  allow 
judgments  to  be  made  about  individuals  on  such  blatently  errone- 
ous and  wrongful  bases  such  as  where  they  live. 

I  want  to  thank  you  again  for  this  opportunity.  I  want  to  share 
my  appreciation  in  the  most  sincere  way  that  I  can,  for  you  are 
engaged  in  the  analysis  and  deliberation  of  a  very  crucial  part  of 
the  mosaic  which  represents  the  well  being  of  this  Nation. 

I  want  to  thank  you  for  your  actions  today.  If  you  please,  I  am 
now  most  happy  to  respond  to  any  questions  that  you  may  have. 

[Material  received  from  Mrs.  Selick  follows:] 

Outline  of  Testimony  of  Mrs.  Aileen  Selick,  Detroit,  Mich. 

Credit  denial:  Mobil  Oil  Corp.;  date  of  denial:  June  2,  1977. 

Consumers:  Mrs.  Aileen  Selick,  Assistant  to  Superintendent  of  Detroit  Public 
Schools,  $34,000  annually,  52  years  of  age.  Mr.  Isaac  Selick,  retired  police  officer- 
employed  as  Security  Officer  at  Harper  Grace  Hospital,  also  runs  small  investiga- 
tive service  (licensed  by  the  state),  $17,000  annually,  53  years  of  age. 

Residence:  201  East  Kirby,  Apartment  705;  Renting— 3  V2  years  also  motor  home 
own— valued  at  $70,000. 

Credit  cards  in  possession  at  time  of  application  to  Mobile:  Texaco,  Standard, 
Gulf,  Marathon,  Master  Charge,  American  Express  (some  of  the  above  credit  cards 
were  acquired  after  solicitation  by  the  company). 

Basis  for  denial:  Mobil  gave  the  following  reasons  as  the  basis  upon  which  credit 
was  denied: 

"Credit  experience  in  your  general  geographical  location." 

"Credit  experience  in  your  occupational  category." 

[See  attached  copy  of  Mobil  reply  to  the  Selicks:] 

Mobil  Oil  Credit  Corp., 
Kansas  City,  Mo.,  June  2,  1977. 

Isaac  Selick, 
Detroit  Mich.: 

Thank  you  for  your  request  for  a  Mobil  Credit  Card. 

Mobil  uses  a  scoring  system  which  was  developed  by  analyzing  the  credit  history 
of  thousands  of  accounts,  so  that  we  could  identify  and  assign  values  to  those 
characteristics  which  best  indicates  credit  performance.  The  values  assigned  to 
these  characteristics  are  then  applied  to  the  responses  given  on  each  application, 
thereby,  producing  an  overall  score.  Each  applicant's  composite  score  is  then  com- 
pared to  what  our  past  experience  has  found  to  be  the  minimum  acceptable  total. 

The  responses  you  provided  on  the  application  were  scored  in  accordance  with  the 
above  system,  and,  unfortunately,  your  composite  score  was  below  the  minimum 
required  for  approval.  The  major  areas  where  you  scored  the  lowest  were: 
Credit  experience  in  your  general  geographical  location. 
Credit  experience  in  your  occupational  category. 

Our  decision  was  based  entirely  on  the  information  you  provided  on  the  applica- 
tion, and  we  did  not  contact  any  outside  source. 

The  Federal  equal  credit  opportunity  act  prohibits  creditors  from  discriminating 
against  credit  applicants  on  the  basis  of  race,  color,  religion,  national  origin,  sex, 
marital  status,  age  (provided  that  the  applicant  has  the  capacity  to  enter  into  a 
binding  contract);  because  all  or  part  of  the  applicant's  income  derives  from  any 
public  assistance  program;  or  because  the  applicant  has  in  good  faith  exercised  any 
right  under  the  consumer  credit  protection  act.  The  federal  agency  that  administers 
compliance  with  this  law  concerning  this  creditor  is  the  Federal  Trade  Commission, 
equal  credit  opportunity,  Washington,  D.C.,  20580. 

Thank  you  for  your  interest  and  for  allowing  us  this  opportunity  to  explain. 

G.  L.  Jenkins, 
New  Accounts  Department. 

Senator  Tsongas.  Thank  you.  That  was  a  remarkable  presenta- 
tion. Most  people  are  very  nervous  when  they  get  up  here.  You 
seemed  to  be  anxious  for  the  opportunity. 
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Mrs.  Selick.  I  am  indeed,  sir. 

Senator  Tsongas.  First  of  all,  I  hope  that  you  will  remain  in  the 
inner  city.  In  Massachusetts,  we're  trying  to  get  people  to  realize 
what  indeed  is  possible  in  those  cities.  We'll  do  whatever  we  can  to 
assist  you.  . 

Two  small  points:  One,  there  are  35  universities  in  my  State.  I 
think  that  they  are  the  premier  universities  in  the  country. 
[Laughter.] 

I  had  to  get  that  in  the  record.  [Laughter.] 

Mrs.  Selick.  I  understand. 

Senator  Tsongas.  Second,  under  the  gas  rationing  plan  proposed, 
one  filling  of  your  tank  will  take  care  of  your  allocation  for  2Vfe 

months. 

Mrs.  Selick.  I'm  sure  it  would,  sir.  Again,  the  marvelous  oppor- 
tunity—and there  is  a  serious  point  to  that— is  that  I  no  longer 
have  to  drive  to  work. 

IMPACT   ON    INDIVIDUALS 

Senator  Tsongas.  I  think  that  what's  important  about  your  testi- 
mony— I  think  we've  had  discussions  about  the  impact  on  individ- 
uals—is the  impact  on  cities.  This  is  the  committee,  that  has  juris- 
diction on  the  whole  issue  of  urban  strategy. 

And  there's  been  some  discussion  about  moneys  that  have  been 
poured  into  cities,  and  what  impacts  they  have  had.  Some  would 
argue  they  have  no  impact  whatsoever;  I  would  argue  the  opposite. 

But  clearly,  if  we're  going  to  continue  to  have  an  urban  strat- 
egy— that  is  indeed  an  open  question  at  this  point —  these  kinds  of 
practices  are  simply  counterproductive.  And  I  think  you  brought 
that  home  most  forcefully. 

Senator  Levin? 

Senator  Levin.  I  have  no  questions. 

Senator  Tsongas.  Senator  Riegle? 

Senator  Riegle.  Let  me  just  again  congratulate  you  for  your 
initiative  over  a  long  period  of  time  to  press  this  matter,  because  I 
think  the  only  way  things  like  this  really  come  to  public  attention 
is  when  some  citizen  is  dogged  enough  to  just  go  at  it. 

It  sounds  to  me  as  if  this  experience  that  you  have  had  extending 
over  a  period  of  years — and  I  don't  know  how  much  money  it 
would  cost  you  to  pursue  this  investigation — has  certainly  had 
some  impact.  Not  just  in  terms  of  the  legislation  that  we're  consid- 
ering, but  in  the  letter  that  the  oil  company  has  sent  in  response  to 
the  questions  posed  by  the  subcommittee.  They  did  not  refer  to  you 
by  name,  but  their  response  is  amazing.  They  indicate  that,  as  of 
the  beginning  of  this  year,  they're  going  to  change  their  system. 
They've  gone  away  from  using  specific  geographical  ZIP  code  type 
characteristics  to  a  different  system. 

Of  course,  we'll  have  to  analyze  exactly  what  the  meaning  of  the 
new  system  is.  But  it  sounds  to  me  as  if  your  complaint,  or  yours 
plus  others,  have  had  some  effect  in  causing  them  to  reconsider 
how  they  undertake  to  extend  credit  cards  to  people. 

So  again  I  want  to  congratulate  you  on  your  efforts  and  on  your 
fine  presentation  today. 

Mrs.  Selick.  Thank  you,  Senator,  so  much.  Of  course  we  feel 
very  strongly,  as  I  indicated,  that  Detroit  is  very  important  to  us 
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personally,  and  all  of  this  I  think  has  to  be  a  personal — you  have  to 
have  a  personal  stake  in  it. 

Obviously  there  are  altruistic  considerations,  and  certainly  our 
concerns  for  this  Nation  and  for  its  urban  centers,  but  there's  a 
personal,  because  the  attack  was  personal,  too,  you  know,  on  that 
basis. 

But  again,  no  individual,  despite  the  doggedness  and  despite  how 
strongly  you  feel,  can  do  that  without  knowing  how,  and  having 
the  assistance  of  someone  like  Senator  Levin.  The  fact  that  he  was 
available,  that  he  listened,  that  he  took  the  leadership,  and  then 
with  this  committee.  You  know,  no  one  person,  despite  how  strong- 
ly they  feel,  can  do  that  alone. 

There  is  one  other  thing  I  am  most  pleased  to  hear:  that  the 
Mobil  Oil  Corp.  has  taken  that  action.  But  the  point  which  I  did 
make  in  my  testimony  still  concerns  me. 

If  I  may  indicate  that  we  are  still  branded.  We  have  still  been 
discredited.  Mobil,  I  believe,  is  coming  to  speak  to  the  committee. 
They  have  never  communicated  directly  with  us,  except  to  deny  us. 
And  I  believe  Senator  Levin  to  have  sent  my  husband  and  myself  a 
copy  of  a  letter  which  they  addressed  to  you  explaining  their 
statistically  significant  system. 

Senator  Tsongas.  Don't  be  too  surprised  if  they  communicate 
with  you  in  the  near  future.  [Laughter.] 

Mrs.  Selick.  I  understand  that,  Senator.  I  think,  you  know,  that 
point  I  just  wanted  to  underscore  again. 

Thank  you. 

Senator  Tsongas.  Thank  you  very  much  for  coming. 

Mrs.  Selick.  Thank  you. 

Senator  Tsongas.  Since  the  issue  of  Montgomery  Ward  was 
raised,  I  would  like  to  introduce  into  the  record  at  this  point  a  copy 
of  the  FTC  release  of  May  29  regarding  the  Montgomery  Ward-FTC 
dispute,  and  the  settlement  of  that  issue. 

[The  information  follows:] 
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UNITED  STATES  DISTRICT  COURT 
FOR  THE  DISTRICT  OF  COLUMBIA 


GESEll,  J. 


MAY  2  'J  =373 


UNITED  STATES  OF 

AMERICA,            ) 

Plaintiff,         S 

V. 

MONTGOMERY  WARD  &  CO.,              ) 
INCORPORATED,                  ) 

- 

Defendant.         ) 

Civil  Action 
No. 


>-  1412 


COMPLAINT 

The  United  States  of  America,  acting  upon  notification 
and  authorization  given  by  the  Federal  Trade  Commission, 
pursuant  to  the  Federal  Trade  Commission  Act  (FTCA) ,  15 
U.S.C.  §56(a),  and  acting  under  the  authority  conferred  by 
the  Equal  Credit  Opportunity  Act  (ECOA) ,  15  U.S.C.  §§1691c(c) 
and  1691e(g),  in  conjunction  with  the  FTCA,  15  U.S.C. 
$J45(m) (1) (A)  and  57b,  and  acting  under  the  independent 
grant  of  authority  to  the  Attorney  General  conferred  by  the 
ECOA,  15  U.S.C.  $1691e(h),  alleges  as  follows: 


1.  This  action  is  brought  by  the  United  States  to 
remedy  practices  of  the  defendant  which  violate  the  ECOA  as 
originally  enacted  (Original  ECOA),  15  U.S.C.  §§1691-1691e 
(Supp.  V.,  1975),  Pub.  L.  No.  90-321,  §5701-07  (October'23, 
1974),  and  as  currently  in  force  (Amended  ECOA),  15  U.S.C. 
$$1691-1691f ,  Pub.  L.  No.  94-239  (March  23,  1974),  and  its 
implementing  Regulation  B  as  originally  enacted  (Original 


72 


Regulation  B)  ,  12  C.F.R.  §202  (effective  from  October  28, 

1975  through  March  22,  1977),  and  as  amended  (Amended 

Regulation  B)  ,  12  C.F.R.  §202  (effective  since  March  23, 
1977). 

2.     This  Court  has  jurisdiction  over  this  action 

pursuant  to  28  U.S.C.  551331(a),  1337,  1345  and  1355:  15 

U.S.C.  S545(m) (1) (A)  and  57b;  15  U.S.C.  5§1691c(c)  and 
1691e(h). 

,3.  The  defendant,  Montgomery  Ward  &  Co.,  Incor- 
porated, is  a  corporation  organized,  existing  and  doing 
business  under  the  laws  of  the  State  of  Illinois,  with  its 
principal  place  of  business  located  at  535  West  Chicago 
Avenue,  Chicago,  Illinois.  Defendant  maintains  an  office 
and  transacts  business  at  1100  Connecticut  Avenue,  N.W.  , 
Washington  in  the  District  of  Columbia. 

4.  The  defendant  is  engaged  in  the  retail  sales 
business.  As  a  service  to  its  customers  and  to  promote  the 
sale  of  its  merchandise,  defendant  regularly  extends  credit 
to  its  customers  through  the  issuance  of  credit  cards  and 
through  the  use  of  retail  installment  contracts  which  enable 
those  customers  to  purchase  property  or  services  from  the 
defendant  and  to  defer  payment  for  them. 

5.  The  defendant  is  a  creditor  within  the  meaning 
of  the  Original  ECOA  5702(e),  15  U.S.C.  51691a(e)  (Supp.  V, 
1975),  and  of  the  Amended  ECOA  5702(e),  15  U.S.C.  §1691a(e) , 
and  is  therefore  subject  to  the  provisions  of  both. 


73 


6.  From  on  or  about  January  31,  1976  until  on  oc 
abou*:  rarch  23,  1977,  the  defendant,  in  giving  notice  of  the 
reasons  for  adverr.e  action  to  applicants  for  credit  against 
whom  adverse  action  had  been  taken,  failed  to  accurately  dis- 
close the  specific  reasons  for  the  adverse  action  taken  in 
violation  of  the  Original  ECOA  5702(g),  15  U.S.C.  §1691a(g) 
(Supp.  V,  1975),  and  Original  Regulation  B,  12  C.F.R. 
$202.5(m)(2)  (attached  as  Exhibit  #1).  Instead,  defendant 
furnished  a  standard  response  (attached  as  Exhibit  #2)  to 
rejected  applicants  for  credit  who  requested  that  defendant 
provide  them  with  the  reason(s)  for  the  denial  of  their 
applications  for  credit. 

7.  From  on  or  about  March  23,  1977  to  the  present, 
defendant's  method  of  disclosing  the  reasons  for  adverse 
action  has  failed  and  is  failing  to  accurately  provide 
the  principal,  specific  reasons  for  the  adverse  action 
taken  in  violation  of  the  Amended  ECOA  5701(d)(2),  15  U.S.C. 
1691(d)(2),  and  of  the  Amended  Regulation  B,  12  C.F.R. 
5202.9  (attached  as  Exhibit  #3).  Among  other  ways,  the 
defendant  has  violated,  and  continues  to  violate,  the  ECOA's 
requirements  to  provide  reasons  for  adverse  action  taken  by 
engaging  in  the  following  practices: 

a.  Defendant  fails  to  record_and  disclose  as  the 
reasons  for  adverse  action  certain  reasons 
based  on  information  which  it  principally 
considered  in  taking  adverse  action,  such  as 
the  zip  code  of  an  applicant, 

b.  Defendant  includes  among  the  reasons  for 
adverse  action  given  to  rejected  applicants 
reasons  based  on  information  which  was  not 
considered  by  the  defendant  in  deciding  to 
take  adverse  action  on  the  applications; 
and 


74 


c.    Defendant  uses  inaccurate  and  misleading 
i  generic  descriptions  of  the  reasons  for  the 

adverse  action  taken  rather  than  specific 
reasons  for  the  adverse  action. 

8.  .  Defendant's  conduct,  as  described  in  paragraphs 
six  and  seven  above,  constitutes  a  pattern  or  practice  of 
violations  of  the  Amended  ECOA  5706(h),  15  U.S.C.  §1691e(h). 

9.  The  defendant  has  engaged  and  is  engaging  in  the 
practices  described  in  paragraphs  six  and  seven  above  with 
actual  knowledge  or  knowledge  fairly  implied  from  objective 
circumstances  that  such  conduct  was  and  is  unfair  and 
deceptive  in  violation  of  the  Original  and  Amended  ECOA  and 
also  its  implementing  Regulation  B.  As  a  result,  the 
defendant,  in  accordance  with  the  Amended  ECOA  5704(c),  15 
U.S.C.  51691c(c),  has  also  violated  the  FTCA,  15  U.S.C. 
J45(m) (1) (A) ,  and  is  liable  for  civil  penalties  thereunder. 

10.  During  the  period  from  on  or  about  January  31, 
1976  until  the  present,  each  day  of  defendant's  use  of  the 
reason-giving  procedures,  described  in  paragraphs  six  and 
seven  above,  constitutes  a  separate  violation,  for  purposes 
of  assessing  civil  penalties,  as  a  continuing  failure  to 
comply  with  the  Original  and  Amended  JXOA  and  also  its 
implementing  Regulation  B. 

WHEREFORE,  plaintiff  requests  this  Court,  as  authorized 
by  15  U.S.C.  5545(m)  (1)  (A)  ,  49  and  57b,  and  15  U.S.C. 
§1691e(h),  to: 

1.  Enter  judgment  against  the  defendant  for  civil 
penalties  in  an  appropriate  amount  as  provided  for  by  law 
for  the  defendant's  continuing  daily  violation  of  the  ECOA 
and  its  implementing  Regulation  B. 
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2.  Enjoin  the  defendant:,  Its  officers,  employees, 
agents,  successors  and  assigns,  and  all  other  persons  in 
active  concert  or  participation  with  any  of  them,  from 
failing  to  provide  any  applicant  against  whom  adverse  action 
has  been  taken,  and  who  requests  the  reasons  for  denial  in 
accordance  with  the  procedures  prescribed  by  Amended  Regu- 
lation B,  with  a  statement  of  the  principal,  specific 
reason(s)  for  the  action  taken  written  in  a  manner  which 
accurately  and  intelligibly  communicates  the  reason(s)  to 
the  applicant. 

3.  Enter  a  mandatory  injunction  against  the  defendant, 
its  officers,  employees,  agents,  successors  and  assigns,  and 
all  other  persons  in  active  concert  or  participation  with 
any  of  them,  to  require  them  to  provide  a  statement  of  the 
principal,  specific  reasons  for  adverse  action  to  all 
applicants  against  whom  adverse  action  was  taken  and  who 
requested  the  reasons  for  adverse  action,  orally  or  in 
writing,  during  the  period  from  March  23,  1977  to  the  date 
of  entry  of  this  order. 

4.  Enter  a  mandatory  injunction  against  the  defendant, 
its  officers,  employees,  agents,  successors  and  assigns,  and 
all  other  persons  in  active  concert  or  participation  with 
any  of  them,  to  require  them  to  instruct  all  employees 
responsible  for  giving  notice  of  adverse  action,  and  all 
other  persons  in  active  concert  or  participation  with  any  of 
them,  about  the  requirements  of  this  order  and  of  the 
methods  by  which  they  shall  comply  with  it. 

5.  Order  defendants  to  pay  the  cost  of  this  action. 
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UNITED  STATES  DISTRICT  COURT  ' 

FOR  THE  DISTRICT  OF  COLUMBIA—  .  .   _  _ 


UNITED  STATES  OF  AMERICA, 

Plaintiff, 

v. 

MONTGOMERY  WARD  &  CO., 
INCORPORATED, 

Defendant . 


MAY  2 "9  IS/9 

J      "■**  F    DAVEY,  C. 


Civil   Action 

No-    79-  1412 


CONSENT  JUDGMENT 

This  action  was  commenced  by  the  filing  of  a  Complaint 
by  the  attorneys  for  the  United  States  of  America.  The 
defendant,  Montgomery  Ward  &  Co.,  Incorporated  (Wards),  by 
its  attorney,  has  appeared  and  has  waived  service  of  a 
Summons  and  the  Complaint.  The  defendant  has  agreed  to  the 
entry  of  this  Consent  Judgment  without  trial  or  adjudication 
of  any  issue  of  fact  or  law,  and  without  admitting  or 
denying  any  of  the  allegations  contained  in  the  Complaint 
except  those  specifically  recited  herein.  The  parties 
having  requested  the  Court  to  enter  this  Consent  Judgment, 

ORDERED,  ADJUDGED,  AND  DECREED  that: 


The  Court  has  jurisdiction  over  the  parties.  The 
defendant  is  a  corporation  organized  and  existing  under 
the  laws  of  the  State  of  Illinois  with  its  principal 
place  of  business  at  1  Montgomery  Wards  Plaza,  Chicago, 
Illinois.  The  defendant  also  maintains  an  office  and 
transacts  business  at  1100  Connecticut  Avenue,  N.W.  , 
Washington  in  the  District  >f  Columbia. 
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2.  The  term,  "defendant,"  as  used  throughout  this  Consent 
Judgment,  refers  to  all  of  Wards'  officers,  employees, 
agents,  successors  and  assigns,  and  all  other  persons 
in  active  concert  or  participation  with  any  of  them. 

3.  The  Court  has  subject  matter  jurisdiction.  The  Com- 
plaint states  a  cause  of  action  against  the  defendant 
under  the  Federal  Trade  Commission  Act  (FTCA),  15 
U.S.C.  §§<J5(m)(l)U)  and  57(b),  and  the  Equal  Credit 
Opportunity  Act  (ECOA),  15  U.S.C.  §§l6Qlc(c),  I691e(g) 
and  I691e(h),  as  originally  enacted  and  subsequently 
amended . 

l\ .  The  defendant  is  enjoined  from  violating  the  ECOA,  as 
amended,  15  U.S.C.  §l691(d),  and  also  from  violating 
its  implementing  Regulation  B,  12  C.F.R.  §202.9. 

5.   For  the  purposes  of  this  Consent  Judgment, 

a.  "Characteristic"  is  any  item  of  information 
to  which  the  defendant  assigns  a  range  of  positive 
or  negative  points  in  any  of  its  credit  scoring 
systems. 

b.  "Attribute"  is  a  possible  response  or  a  range 
of  responses • for  a  characteristic  to  which  the 
defendant  has  assigned  a  specific  number  of 
positive  or  negative  points. 

c.  "Credit  scoring  system"  is.  a  mathematical  model, 
used  to  assess  the  creditworthiness  of  applicants, 
which  is  developed  by  analysis  of  a  sample  of 
accepted  and  rejected  applications,  and  then 
may  be  adjusted  mathematically  by  linear  trans- 
formation to  reflect  defendant's  loss  experience  in 
a  geographic  area  no  smaller  than  a  market  area. 
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d.  "Market  area"  is  a  contiguous  geographic  area 
the  boundaries  of  which  shall  be  established  on  the 
basis  of  nondiscriminatory  marketing  considerations. 

e.  "No  information"  is  an  attribute  of  each  -character- 
istic in  defendant's  credit  scoring  systems.  It  is 
a  weighted  average  of  all  the  scores  achieved  by 
all  applicants  whose  applications  were  used  in 
development  of  the  particular  credit  scoring  system 
and  then  mathematically  adjusted  by  linear  trans- 
formation to  reflect  the  loss  experience  in 
the  market  area  in  which  the  applicant's  address  is 
located . 

6.  The  defendant,  when  providing  reasons  for  adverse 
action  pursuant  to  §202. 9(b)(2)  of  Regulation  B,  is 
enjoined  from: 

a.  failing  to  provide  a  statement  of  the  specific, 
principal  reasons  for  the  adverse  action  taken; 

b.  failing  to  disclose  as  a  reason  for  adverse  action 
"zip  code,  "age,"  "number  of  dependents,"  "amount 
of  monthly  rent;"  or  failing  to  disclose  any  other 
reason  associated  with  a  characteristic  which 
would  be  selected  by  using  one  of  the  reason- 
giving  procedures  described  in  paragraph  seven 
below; 

c.  giving  false  or  misleading  reasons  for  adverse 
action,  such  as  "length  of  employment"  or  "insuf- 
ficient credit  file"  when-  the  defendant  did  not 
score  that  information  in  the  credit  scoring 
system;  or  giving  any  reason  which  does  not 
accurately  reflect,  in  clear  and  understandable 
language,  the  characteristics  selected  by  using 
one  of  the  reason-giving  procedures  described  in 
paragraph  seven  below;  and 
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d.  giving    as    a    reason    for    adverse    action    "insuffi- 

cient credit  references"  or  "insufficient  credit 
file"  without  stating  specifically  in  what  respect 
the  credit  reference  or  the  credit  file  was 
insufficient;  or,  giving  any  other  similar  general 
or  generic  reason,  rather  than  the  specific 
reason . 

For  purposes  of  subpart  (a)  of  paragraph  six  above: 
a.  With  respect  to  market  areas  in  which  the  sum 
of  the  "no  information"  attributes  for  all  of 
the  characteristics  in  the  credit  scoring  system 
is  equal  to  or  more  than  the  score  which  an 
applicant  must  achieve  to  obtain  credit,  dis- 
closure of  the  "principal  reasons  for  the  adverse 
action"  shall  mean  the  disclosure  of  the  reason  or 
reasons  associated  with  each  characteristic  in 
the  defendant's  credit  scoring  system  on  which 
the  applicant  received  less  than  the  number 
of  points  assigned  to  the  "no  information"  attri- 
bute of  the  characteristic.  ■  Under  this  method  of 
reason-giving,  the  defendant  shall  not  be  required 
to  disclose  more  than  four  reasons;  provided  that 
when  more  than  one  reason  is  disclosed,  the 
reasons  shall  be  disclosed  to  the  applicant  in 
the  order  of  (1)  the  reason  which  reflects  the 
greatest  point  differentia]  between  the  appli- 
cant's score  and  the  "no  information"  value  for 
the    scored     characteristic;     (2)     the    reason    which 
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reflects  the  second  greatest  point  differential 
between  the  applicant's  score  and  the  "no  infor- 
mation" value  for  the  scored  characteristic,  and 
so  on  until  four  reasons  have  been  determined  and 
disclosed . 

With  respect  to  market  areas  in  which  the  sum 
of  the  "no  information"  attributes  for  all  of  the 
characteristics  in  the  credit  scoring  system  is 
less  than  the  score  which  an  applicant  must 
achieve  to  obtain  credit,  disclosure  of  the 
"princip-al  reasons  for  the  adverse  action"  shall 
mean  the  disclosure  of  the  reason  or  reasons 
associated  with  not  fewer  than  four  characteris- 
tics determined  by  selecting  the  characteristics 
which  produced  the  greatest  point  differential 
between  the  applicant's  score  and  the  maximum 
number  of  points  obtainable  for  each  character- 
istic. Under  this  method  of  reason-giving,  the 
defendant  shall  not  disclose  a  reason  associated 
with  a  characteristic  on  which  the  applicant 
scored  the  maximum  number  of  points,  even  if  this 
results  in  the  disclosure  of  fewer  than  four 
reasons. 

Notwithstanding  subparts  (a)  and  (b)  _pf  this 
paragraph,  if  the  adverse  action  on  an  application 
is  based  on  a  reason  which  'would  cause  rejection 
regardless  of  the  applicant's  score  in  the  credit 
scoring  system  and  the  credit  evaluation  process 
is  terminated  upon  determination  of  that  reason, 
then  defendant  shall  disclose  the  reason  or 
reasons  associated  with  that  factor  in  lieu 
of  the  procedure  set  forth  in  subparts  (a)  and  (b) 
above . 
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8.  The  defendant,  when  providing  "specific,  principal 
reasons  for  adverse  action  taken"  in  accordance  with 
paragraphs  six,  and  seven  (a)  and  (b) ,  above  shall 
also  provide  a  brief  description  ol  the  defendant. 's 
credit  scoring  system,  which  informs  the  applicant 
that: 

i.  the  system  assigns  a  numerical  value  to 
various  items  of  information  which  have  been 
demonstrated  to  be  indicators  of  credit- 
worthiness : 

ii.  information  provided  by  the  applicant  was 
scored  using  the  system;  and, 

iii.  the  applicant  failed  to  receive  the  minimum 
number  of  points  necessary  to  obtain  credit 
on  the  various  items  of  information  scored. 

9.  The  defendant  shall  provide  written  guidelines  with 
meaningful  directions  for  employees  who  must  apply  the 
reason-giving  procedures  set  forth  in  paragraphs  six 
through  eight:  among  other  things,  the  guidelines  shall 
state,  in  clear  and  understandable  language,  the  reason(s) 
which   is  (are)  associated  with  a  characteristic. 

10.  The  defendant  shall  implement  the  reason-giving  pro- 
cedures set  forth  in  paragraphs  six  through  eight 
within  one  hundred  twenty  (120)  days  from  the  entry  of 
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this  Consent  Judgment.  However,  at  least  forty-five 
(45)  days  before  the  implementation  occurs,  defendant 
shall  submit  the  written  guidelines,  referred  to  in 
paragraph  nine,  to  the  Federal  Trade  Commission 
(FTC),  Division  of  Credit  Practices. 

11.   a.    The  defendant  shall  contact  by  letter  all  appli- 
cants 

i.  who  have  been  rejected  by  the  defendant  for 
credit  between  March  23,  1977,  and  the  date 
of  the  implementation  of  the  reason-giving 
procedures  (set  forth  in  paragraphs  six 
through  eight)  in  the  Market  Area  in  which 
the  application  was  processed:  and, 
ii.  who  have  requested  the  defendant  to  provide  a 
statement  of  reasons   for  the  rejection. 

b.  The  defendant  is  not  required  to  contact  by  letter 
any  applicant  who  was  rejected  on  the  basis  of  a 
single  reason,  if  that  applicant  would  have  been 
rejected  for  that  reason  even  if  he  received  a 
maximum  rating  on  all  characteristics  used  in 
evaluating  applicants. 

c.  The  letter,  referred  to  in  subpart  '  (a)  of  this 
paragraph,  shall  inform  the  rejected  applicants 
that  the  defendant,  in  previously  providing 
reasons  to  them  for  rejecting  their  applications, 
may  have  failed  to  comply  with  the  ECOA,  as 
alleged  by  the  federal  government  in  litigation 
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which  has  been  amicably  resolved.  A  copy  of  the 
letter  is  attached  as  Exhibit  A.  The  FTC  pamphlet 
which  describes  consumers'  rights  under  the  ECOA 
shall  be  provided  by  the  Federal  Trade  Commission 
to  the  defendant  and  enclosed  witii  all  letters.  A 
copy  of  the  pamphlet  is  attached  as  Exhibit  B. 

12.  The  defendant  shall  send  the  letters  referred  to 
in  paragraph  eleven  by  the  date  of  the  implementation 
of  the  reason-giving  procedures  set  forth  in  paragraphs 
six  through  eight. 

13.  For  each  rejected  applicant  who  receives  a  letter  as  a 
result  of  paragraph  eleven,  and  who  subsequently 
requests  the  reasons  for  his  previous  rejection  for 
credit,  the  defendant  shall  provide  a  statement  of 
the  principal  reasons  within  thirty  (30)  days  of 
receipt  of  the  applicant's  request.  The  defendant  will 
determine  the  specific,  principal  reasons  by  applying 
the  appropriate  reason-giving  procedure,  set  forth  in 
paragraphs  six  through  eight,  to  the  application  which 
was  the  basis  for  the  previous  rejection  using  the 
credit  scoring  system  under  which  the  application  was 
previously  processed. 

14.  Defendant,  at  its  Chicago,  Illinois,  office,  shall  make 
available  to  the  FTC,  Division  of  Credit  Practices,  for 
inspection,  upon  reasonable  request,  all  relevant 
documentation  relating  to  compliance  with  paragraphs 
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eleven,  twelve,  and  thirteen.  All  relevant  documen- 
tation includes,"  but  is  not  limited  to,  the  original 
statements  of  reasons  provided  to  the  rejected  appli- 
cants, a  record  of  the  name,  address,  and  dates  of 
mailing  of  the  letters  sent  to  the  applicants,  the 
applicants'  subsequent  requests  for  reasons,  and 
the  defendant's  dated  responses. 

15.  The  defendant  is  enjoined  from  using  zip  code,  or  any 
other  geographic  unit,  as  a  characteristic  in  any  of 
its  credit  scoring  systems  on  or  after  the  passage 
of  one  hundred  eighty  (180)  days  from  the  date  this 
Consent  Judgment  is  entered. 

16.  Defendant  shall,  on  or  before  the  one  hundred  eightieth 
(180)  day  after  the  entry  of  this  Consent  Judgment, 
file  with  the  FTC,  Division  of  Credit  Practices,  a 
written  report  setting  forth  a  detailed  description  of 
the  manner  in  which  the  defendant  has  complied  with 
paragraph  fifteen  above. 

17.  For  each  day  subsequent  to  one  hundred  eighty  (180) 
days  after  the  entry  of  the  Consent  Judgment  that  the 
defendant  continues  to  use  zip  code,  or  any  other 
geographic  unit,  as  a  characteristic  in  any  of  its 
credit  scoring  systems,  the  defendant  agrees  to  forfeit 
to  the  United  States  a  civil  penalty  of  two  thousand 
five  hundred  ($2,500)  dollars. 


18.   The  defendant  shall  forfeit  to  the  plaintiff,  pur- 
suant to  the  FTCA,  15  U.S.C.  §  it  5  (  m  )  ( 1 )  (  A  )  ,  a  civil 
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penalty  in  the  amount  of  one  hundred  seventy-fivu 
thousand  ($175,000)  dollars,  due  and  payable  on  or 
before  the  tenth  day  following  the  date  of  the  entry 
of  this  Consent  Judgment.  The  payment  shall  be  made  by 
certified  check  payable  to  th  Lted  Stal>. 
delivered  to  the  Chief,  Consumer  Affairs  Section, 
Antitrust  Division,  United  States  Department  of  Justice, 
Washington,  D.C.,  for  transmission  to  the  appropriate 
Treasury  fund. 

19.  If  the  defendant  fails  to  pay  the  civil  penalties 
on  or  before  the  tenth  day  following  the  date  of  the 
entry  of  this  Consent  Judgment,  defendant  shall  have 
defaulted.  In  the  event  of  a  default,  interest  at  the 
rate  of  eight  percent  (.&%)  per  annum  shall  accrue 
thereon  from  the  date  of  the  default  until  the  date  of 
the  payment.  If  the  default  continues  for  twenty-five 
(25)  days,  the  amount  of  the  civil  penalties  specified 
in  paragraph  eighteen  shall  be  automatically  modified 
to  read  "two  hundred  thousand  ($200,000)  dollars"  in- 
stead of  "one  hundred  seventy-five  thousand  ($175,000) 
dollars,"  and  interest  payable  on  the  new  amount  from 
the  twenty-fifth  day  forward  shall  accrue  at  the  rate 
of  eight  percent  (8%)    per  annum. 


20.  Defendant  shall  notify  the  FTC,  Division  of  Credit 
Practices,  at  least  thirty  (30)  days  prior  to  any 
proposed  change  in  the  corporate  defendant  which  may 
affect  its  obligations  arising  under  this  Consent 
Judgment,  such  as  dissolution  or  sale  resulting  in  the 
emergence  of  a  successor  corporation,  or  the  creation 
or  dissolution  of  subsidiaries. 


86 


21.  The  dpfendant,  within  one  hundred  twenty  (120)  days 
after  the  entry  of  this  Consent  Judgment,  shall  file 
with  the  FTC,  Division  of  Credit  Practices,  a  written 
report  setting  forth  a  detailed  description,  by  para- 
graph, of  the  manner  in  which  the  defendant  has  com- 
plied with,  or  has  taken  steps  to  comply  with,  the 
Consent  Judgment.  In  addition,  the  defendant,  within 
two  hundred  forty  (240)  days  after  the  entry  of  this 
Consent  Judgment,  shall  file  a  supplemental  report 
which  describes  in  detail,  by  paragraph,  additional 
steps  taken  to  comply  with  this  Consent  Judgment. 

22.  The  defendarrt  shall  deliver  a  copy  of  this  Consent 
Judgment  and  a  synopsis  of  it  to  its  corporate  and 
regional  credit  managers  within  thirty  (30)  days  of  the 
entry  of  this  Consent  Judgment,  and,  for  a  period  of 
ten  (10)  years  after  entry  of  this  Consent  Judgment, 
defendant  shall  deliver  a  copy  of  this  Consent  Judg- 
ment, and  a  synopsis  of  it,  to  future  successors  of  the 
corporate  and  regional  credit  managers  within  thirty 
(30)  days  of  their  appointments  to  such  positions. 


23.  At  all  times  during  the  period  of  ten  (10)  years  from 
the  entry  of  this  Consent  Judgment,  the  defendant  shall 
maintain  at  its  principal  place  of  business  copies  of 
documents  describing  all  credit  scoring  systems  used 
by  the  defendant.  The  defendant  shall  make  all  docu- 
ments reflecting  its  credit  scoring  systems,  its  credit 
evaluation  procedures,  and  its  reason-giving  procedures 
available  to  the  FTC  for  inspection,  upon  reasonable 
request,  at  the  offices  of  the  defendant  where  such 
documents  are  usually  maintained;  provided  that. if  the 
FTC  requests  copies  of  such  documents,  it  must  first 
accord  defendant  an  opportunity  to  apply  for  confi- 
dential treatment  and  await  the  disposition  of  the 
defendant's  request. 
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2H .   The  defendant  shall  preserve  evidence  of  compliance  with 
each  requirement  of  this  Consent  Judgment  for  no  less 
than  two  years  after  any  action  required  by  this 
Consent  Judgment  is  taken. 

25.  Attached  as  Exhibit  C  is  a  letter  signed  by  the  defen- 
dant's Chairman  of  the  Board  of  Directors  authorizing 
Mr.  Spencer  H.  Heine,  Assistant  General  Counsel  of  the 
defendant,  to  bind  the  defendant  to  this  agreement. 

26.  The  defendant  shall  not  be  deemed  to  have  violated 
the  requirements  of  this  Consent  Judgment  because  of 
inadvertent  error  as  that  term  is  defined  in  Section 
202.2(5)  of  Regulation  B;  provided  that  on  discovering 
such  an  error,  the  defendant  shall  correct  it  as  soon 
as  possible  and  take  reasonable  steps  to  avoid  its 
recurrence . 

27.  The  Court  retains  jurisdiction  over  this  action  only 
for  the  purpose  of  enforcing  this  Consent  Judgment  and 
for  the  purpose  of  granting  such  additional  relief  to 
the  United  States  of  America  as  may  hereinafter  appear 
appropriate . 

If  there  is  a  future  amendment  to  ECOA,  15  U.S.C.  § 
1691(d),  or  to  the  implementing  Regulation  B,  12  C.F.R. 
§  202.9,  or  if  a  formal  Board  interpretation  of  15 
U.S.C.  §  1691(d)  or  of  12  C.F.R.  §  202.9  is  issued  by 
the  Board  of  Governors  of  the  Federal  Reserve  System 
pursuant  to  15  U.S.C.  I691e  and  the  12  C.F.R.  §  202.1, 
which  conflicts  with  the  obligations  of  the  defendant 
in  carrying  out  this  Consent  Judgment,  then  the  defen- 
dant may  upon  motion  request  this  court  to  modify  the 
Consent  Judgment.  If  the  Federal  Trade  Commission 
agrees  that  an  amendment  to  the  ECOA  or  Regulation  B  or 


88 


a  formal  Board  interpretation  creates  a  conflict  with 
the  defendant's  obligations  in  carrying  out  the  Consent 
Judgment,  then  the  United  States  will  join  the  defen- 
dant in  its  motion  for  modification. 


Dated : 


Consented  To  On  Behalf 
Of  Plaintiffs: 

EARL  J.  SILBERT 
United  States  Attorney 


Q(Xmo 


ROBERT  JJ  REINSTEIN,  Chief 
WALTER  GORMAN,  Deputy  Chief 
PHILIP  PETERS,  Attorney 
Civil  Rights  Division 
General  Litigation  Section 
Department  of  Justice 
Washington,  D.C.   20530 

CHARLES  R.  McCONACHIE;  Chief 
Consumer  Affairs  Section 
Antitrust  Division 
Department  of  Justice 
Washington,  D.C.   20530 


PATRI CIA  JA/KENNEY 
Assistant  U.S.  Attotfntey 
United  States  Courthouse 
3rd  and  Constitution 
Washington,  D.C.   20001 
(202)  633-4858 


Jtt 


fywU*^  CL 


^M  3-7/77] 


UNITED  STATES  DISTRlC'f'jl   I 


«-K.h^ 


Consented  To  On  Behalf 
of  Defendants: 

TPtNCL'R  H.  HEINE 
Assistant  General  Counsel 
BONNIE  B.  WAN 
Attorney 
Montgomery  Ward  &  Co. , 

Incorporated 
1100  Connecticut  Avenue,  N.W. 
Washington,  D.C.   20036 
(202)  862-1360 


PHILIP  D.  DELK 

Attorney 

Montgomery  Ward  &  Co. , 

Incorporated 
1  Montgomery  Ward  Plaza 
Chicago,  Illinois   60671 


Of  Counsel: 


LEWIS  H.  CpLDFARB, 

Assistant  Director 
SALLY  GOLD,  Attorney 
DEIRDRE  SHANAHAN,  Attorney 
JONATHAN  JERISON,  Attorney 
CHAFLYN  BUSS,  Attorney 
Division  of  Credit  Practices 
Federal  Trade  Commission 
Washington,  D.C.   20530 
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79-  14.12 


Exhibit    A 


FILED 


(Name)  MAY  ?.  9  V;/s 

(Street  Address) 


(City,  State,  Zip  Code) 


Dear  M 


F  D/.VEY,  L. 


During  the  past  two  years,  you  applied  for  credit 
at  Montgomery  Ward  &  Co.,  and  your  application  was  rejected, 
Under  our  procedures  in  effect  at  that  time,  we  provided 
you  with  a  statement  of  the  reasons  for  our  decision. 

In  litigation  on  behalf  of  the  Federal  Trade  Commis- 
sion, the  federal  government  alleged  that  we  violated  the 
Equal  Credit  Opportunity  Act  by  failing  to  provide  you  with 
the  principal,  specific  reasons  as  required.  The  lawsuit 
was  amicably  resolved  without  deciding  this  issue.  In 
accordance  with  this  settlement,  we  have  changed  our  pro- 
cedures for  giving  reasons. 

We  have  enclosed  a  copy  of  the  Federal  Trade  Commission 
pamphlet  on  the  Equal  Credit  Opportunity  Act  which  describes 
your  rights. 

If  you  have  any  questions,  please  contact  (name) 

(telephone  number)  at  the  address  shown  on  the  letter. 

(Invitation  to  reapply  for  credit  at  Wards.) 


Montgomery  Ward  &  Co.,  Inc. 
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rr.iiiPiTj 


QMllKQ.  O20OT  (D3>3>  biXmm  &£J 

DISCRIMINATION  IN  CREDIT  IS  PROMY&f  tV3R  .        7})-     ]  <}  1 ' 
BY  FEDERAL  EQUAL  CREDIT  OPPORTUNITY  ACT 


!■    r      I. 


The  Equal  Credit  Oppoilunily  Acl  prohibits  discrimination  in  nny  aspect  of  a  ciedit  transaction  becaus-  of  yo-i'  tft, 
marital  cidiui.  race,  national  origin,  religion,  01  age  (with  imiti_-d  UK  ept>ons]  II  also  pfohtoits  discriminate  n  tociurn 
you  receive  payments  from  a  public  assit>Unca  program  (such  as  foetal  Secunty  or  A)d  to  Families  wifis  U-t-.i-n. 
Children) 

The  Equal  Oedrt  Opportunity  Act  helps  creditworthy  peopi 
kinds  ol  credit  by  not  .iIiowiiij  cred.to::  ' .-  i"  >' 
Blali «.,  end  I  i  10!  -j'-  i'a.'  Im*        !  vol    ' 

dvorinin*       hyee  is         ■  ..   i  nia   loi  ■  ijlri<*incunit!  enpensi    . 

AH  creditors  who  regutiMy  extend  credit  arc  cuvc-n-d  ly  tl<o  Act.  tfichjdmg  banKa,  &m£?  toan  and  finance  companivs 
retail  and  department  stores,  credit  card  companies,  and  credit  unions 

The  law  went  into  effect  in  two  stages  First,  discrimination  because  ol  sex  or  marital  status  was  prohibited  (m  Oc- 
tober 197  5)  and  then  discrimination  because  ot  race,  national  origin,  religion,  age  n"»a  receipt  of  public  assistance 
was  prohibited  (m  March  197  7) 


tn:a  creditors  may  still  detormi.'**  crcJr, 
fj'id  reiiabikhj  ol  [he  aptbi^nt 


HERE  IS  WHAT  THE  EQUAL  CREDIT 
OPPORTUNITY  ACT  SAYS— 


Even  Bete  re  You  Apply  For  Credit. 
A  Creditor  MUST  NOT; 


Discourage  you  from  apprying  tor  credit  because  of  your 
■em,  marital  statu*,  age.  religion,  race,  or  national 
origin,  or  because  you  get  public  atslUnce  income 


When  You  Apply  For  Credit, 
A  Creditor  MUST  NOT: 

•  Ask  you  what  your  sex  race,  national  onQm  or  religion  is 
(But  a  creditor  may  ask  you  to  voluntarily  disclose  your 
se*  mantal  status,  race,  and  national  origin  it  you  are  ap- 
prying lo'  a  real  estate  loan  to  purchase  a  residence  This 
information  helps  lederal  agencies  enforce  ant- 
discnmmation  laws  A  credit  may  also  ask  you  what 
your  immigration  or  residence  status  ts.) 

•  Ask  you  what  your  mantal  status  is  if  you  apply  tor  a 
separate,  unsecured  Bccount.  unless  you  uve  m  a  com 
muniry  property  state  Trie  community  property  states  are 
Arnona.  California.  Idaho  Louisiana,  Nevada  New  Mexico, 
Texas,  and  Washington  (A  creditor  may  ask  you  whether 
you  are  married."  "unmarned."  or  'separated'  rt  you  ap- 
ply tor  a/ornr  accouni  or  an  account  secured  by  property  ) 

•  Ask  you  whether  you  are  divorced  or  widowed 

•  As*  you  lor  information  aOOul  your  Spouse  unless  1)yOur 
Spouse  is  applying  with  you,  2)  your  spouse  will  be 
allowed  to  use  your  account  3)  you  are  retymg  on  your 
spouse's  income  or  on  alimony  or  child  support  income 
from  a  former  spouse,  or  4)  you  reside  in  a  community 
property  state 

•  Ask  you  about  your  plans  tor  having  or  raising  children 

•  Ask  you  whether  you  receive  alimony,  child  support  or 
separate  maintenance  payments  unless  the  creditor  first 
lells  you  that  you  do  not  have  to  dtsebse  such  income 
unless  you  wan!  lo  rely  on  it  to  get  credit  (A  creditor  may 
ask  if  you  have  to  pay  alimony,  child  support,  or  separate 
maintenance.) 


When  Evaluating  Your  Income. 
A  Creditor  MUST  NOT: 

•  Reluse  to  con;<der  reliable  public  ui  tine*  income  in 
the  same  manner  as  other  income 

•  Discount  income  be-_.tuse  ot  your  sex  or  marital  status. 
(It  is  illegal.  io<  example  for  a  credilor  to  count  a  man's 
salary  at  100S  and  a  womn  s  at  75%  )  Also,  o  creditor 
mav  not  assume  trial  a  woman  ol  child-bearing  age  will 
stop  won\  to  have  nr  rarss  c'lirdren 

•  Discount  or  reluse  lo  consider  income  because  it  rs 
oenved  from  part-tlma  employment  or  from  a  pension, 
annuity,  orretiremenl  benefit  piogram. 

•  R?tuse  to  consider  consistently  received  alimony,  child 
support,  or  separata  maintenanca  peyments.  (A  creditor 
may  ash  you  tor  proof  that  this  income  has  been  con- 
sistently received.) 

You  Also  Have  The  Right: 

a  To  have  cred't  m  your  maiden  name  [Mary  Smith)  your  first 
name  and  you'  hustand  s  surname  (Mary  Jones)  or  your 
first  name  and  £  combined  surname  (Ma<y  Smith-Jones) 

•  To  get  credit  w  thout  a  cosigner,  i'  you  meet  the  creditor's 
standards 

•  To  h3ve  a  en  signer  other  than  your  spouse,  if  a  cosigner 
is  necessary 

•  To  Veep  your  own  accounts  after  you  change  your  name 
or  marital  stalus  or  reach  a  certain  age  or  retire  (unless  the 
creditor  has  evidence  you  are  unable  or  unwilling  to 
repay; 

After  You  File  Your  Application: 

•  You  have  the  nght  to  know  whether  your  application  was 
accepted  or  rejected  withm  30  days  ot  fikng  it 

•  H  your  application  was  rejected,  you  have  the  nght  to  know 
why  The  ci  editor  must  either  rnmediatery  give  you  the 
specific  reasonisi  for  the  rejection  or  tell  you  that  you 
have  the  nght  to  the  $pec,t,c  reasons  if  you  make  a 
request  wifun  CO  days  Examples  ol  specific  reasons  ere 
"Your  income  was  too  low  or  "You  haven't  been  em- 
poyed  al  your  (Ob  long  enough  "  Indefinite  and  vague 
reasons  Such  as  "Vou  didn  I  meel  Our  minimum  stan- 
dards" or  'You  didn't  receive  enough  points  on  our  credit 
scoring  system'  do  not  compfy  with  the  law. 


In  Deciding  Whether  To  Give  You  Credit, 
A  Creditor  MUST  NOT: 

•  Consider  your 

•  sex, 

•  marital  atatua, 

•  raca, 

•  national  origin,  or 

•  religion. 

•  Consider  your  aga  unless 

•  You  are  loo  young  to  S.gn  contracts  (generally  under 
18) 

•  You  are  62  or  over  and  the  creditor  will  favor   you 
because  of  your  age 

•  The  creditor  uses  a  slatisticaliv  sound  credit  scor.ng 
Byslem  *  w'HCh  tavo'i  applicants  age  62  or  ovor 

a    The  creditor  uses  youi  a,)e  lo  determine  the  mcjnirig  o' 
other  factors  whicn  n't-  importanl  ti  crojilworll  iness 
(Fui  example,  acn-diior  couk"  cons-d-r  vol    cje  lo  see 
If  your  tncoino   -t.  „hl   :.,    rciiuci-u  UJiause  you  are 
about  to  retire   But,  a  en  d.to'  CAN'.OT  deny  your  t>p 
plication  or  cow  you'  t-ecoun'  it-ca  r-e  the  credifor  la 
noi  ank>  tj  cci  ciodil  Uti  hM-Lijr.t.v  l*m  you  bucause  of 
your  aye  ) 
a    Confide   wftetho*  you  hava  a  anlf phone  fcstmj  m  you' 
nnrw     [Bui  h  cr**oMdi  m*/  cttnuuu    Wiothut  the<e  is  a 
y  in  ytAjr  home  I 
a    Consijm  the  race  of  the  ntopia  who  bve  In  tha  neign- 
bortood  wtie*e  you  ^ant  to  Duy  or  improve  a  house  with 
boriy^tjLjrt-miuy 


,.ii  >   ,.-t)  tyttam     n-  ■  i*j  •■•  ui^i  0-»v**i  item*  10  »ix»  «n 

u  •>,-  bi  -ii*  i'd>  (in  (rvh,  *■•*  1 1  ■>  *■-■  >i  -■  i'»"  "v  ■  r>i»n«  .n^i  tt  »™m 
li  .i  .  !-■  i  ■  j  ',■■/■'  m  *'*'  ■  '-  ' .  ■•  '•  i  I  '■»  Ij4al  i-u»t-L*>  irt  bwaiu  '«*»)i 
j,i  .  I-,  i,  ,  iMi  ftntHIa  b'*ti>liMvrtt 


CREDIT  HISTORIES  AND  THE  EQUAL  CREDIT 
OPPORTUNITY  ACT 

A  good  "credit  hislory"  {  a  record  of  how  you  paid  your  Oils  In 
the  past)  is  often  nscessary  to-ob.a.n  credit  Unfortunately.  I** 
hurts  many  mamed.  separated  divorced,  and  widowed  women 
These  women  often  do  not  have  credit  histories  in  their  own 
names  even  Uiough  t.iey  ve  used  credit  in  the  past  of  two 
reasons  1)- women  often  lost  their  ceoil  histones  when  they 
married  end  clianged  thtir  names  and  2)  creditors  lypicalfy 
reported  the  credit  MiSlones  on  act  ounls  shared  by  mamed 
couples  m  the  husband  s  na"ne  only 

To  so^e  this  problem,  begmmnj  on  June  1.  1977.  the  Act 
provrd-'-s  that  cred<'o:s  wtio  report  histories  to  credit  bureaus 
muM  report  mlomu,t>on  on  accounts  shared  by  you  end  your 
spouse-  m  bt'n  ot  your  na-Tes  (Some  creditors  wili  first  send  you 
a  L'fc.M  History  tor  Married  Persons  Notice'  asking  vou  how 
you  want  the  in. Donation  rep-xted  |  Y  ~>u  also  h*jv?  the  nyhl 
(hito:nniti3  June  I.  1977J  lo  require  b  creC'oi  to  leport  m- 
lum  j'lofi  on  accouiils  yOn  share  with  you'  tpouse  m  bofi  of 
your  namos  m  addition  the  Acl  requires  that  a  creditor  MUST 
NOT 

a    Use  m. I. .vocable  mlormation  abOLl  an  account  yvu  shared 

with  ytur  spouse  o--  former  spouse   M  you  enn  show  tha! 

the  bad  credi'   rai-nt   oots  nol  e.cumtely   reflect  your 

willingness  Ci  ability  to  repay 
•    Reuse  lo  consider  on  your  request  the  credit  history  ol 

an,  accouni  hek3  m  yOur  sttOuse  oi  foimor  apouto  s  name 

-■  you   c*n   show    Is    an    «        ■  ■  ■■    (■-   '.-■■■    ol    your 

*■'■„■■  '•■.■■!  ano  ability  to  repay 

Special  Note  to  Women 
About  Thalr  Credit  Histories: 

a  If  you  i  •■  married  ■:....„',  aopareted.  Or  widowed  you 
t,- .  .<■>  maKe  a  -n-"  it  ,-■'■'  to  Call  or  V)Sll  your  Km  al  Credil 
tmrnaul'  '  lo  rnnkft  tune  m.i  nil  retovanl  uiformalion  nor 
m^.lv  ui>«d  by  tlie  cedil  burrau  iw>  •  credit  tile  unrt« 
your  Ow/1  name 
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What  You  Can  Do  II  You  Believe 

You  Have  Been  Dlacrlmlneled  Agalnil 

Vow  Can  Complain  to  tha  Creditor 

•  Let  the  f  »j.:  «  hmuM  you  ere  aware  ot  the  law 

You  Can  Alto  Sua  Ihe  Credllor 

a  You  i AW  ''  ng  to  t«'og  a  eeie  tr>  a  Fedtvai  Aattict 
cou't  M  you  win,  youca#>recove*  yrjut  act\jolrjnm«gr»s  end 
punt„e  it.imojfi  of  up  to  S 1 O.OUO  You  can  arso  recover 
■  ».!.-■.■■■  attorney  a  lees  end  covrt  coats  A  private  at 
fomey  can  edvise  you  on  now  to  proceed 

•  If  you  jom  ut>  with  other  people  and  Ma  a  class  acton  you 
mav  recover  punitv*  o<ny;i':.  for  Ihe  cta'.s  o*  uo  to 
S;»00  000  or  1%  0'  It*  c"*0 '"-•  *  nut  worn     wn<  hover  ts 

ton 


Vou  Can  Alao  Flla  a  Complaint 
With  tha  Oovammanl 

a  You  can  report  any  violations  to  me  appropriate  govern 
mem  enforcement  agency  >n  order  lo  ass>r.t  the  agency  m 
enforcing  th*  Law  White  the  agencies  use  complaints  to 
decide  which  compares  to  m»estigate  they  cannot  han- 
dle pnvale  cases  (See  the  list  ol  enlorcemenl  agencies 
■nd  the  kinds  ot  creditors  they  monitor  at  tha  end  ol  tha 
pamphlet) 

a  When  you  are  denied  credit,  tf'e  creditor  must  give  you  tha 
the  name  and  address  o«  the  appropriate  agency  to  con- 
tact 

a  Many  States  also  have  equal  credit  opportunity  laws  ol 
their  own  Chech  with  your  State  s  Attorney  General 

Where  to  Send  ^Complaints  and  Questions 

l     If  a  Retail  Store    Department  Store    Smalt  Loan  and  Fi- 
nance Company    Gasoline  Credit  Card    Travel  and  Ex- 
pense Cred't  Card  Stale  Chartered  Credit  Union,  or  Gov- 
ernmental Lending  Program  is  mvorved.  write  to 
Federal  Trade  Commission 
Equal  Credit  Opoortunrty 
Washington.  DC    20560 
or  one  ot  the  FTC  fieflonal  OtCM- 

Allante  Regional  Office  Dai:  •  i  Regional  Office 

WiePeacntfee  Street.  N  W  2001  Bryan  Street 

Sufte  1000  Suite  266S 

Atlania  Georgia  30300  DaKas.  Tews  75201 

Boston  Regional  Office  Denver  Regional  Office 

1 301  Anale*  Building  Suite  2900 

1  50  Causeway  1 405  Curtis  Street 

Boston,  Massachusetts  02 1 14  Denver  Colorado  80202 


Chicago  Regional  Office 
Suite  1437 

55  East  Monroe  Street 
Chicago  ifcno.s  60603 

Cleveland  Regional  Office 

Surte  500 

Mall  BuiWmg 

1  16  Saint  Claw  Avenue 

Cleveland  Ovo  441 14 


Los  Angeles  Regional  Office 

1 1 000  WiLstwe  Brvd 

Room  1 3209 

Los  Angeles  Cabtomia  90024 

New  York  Regional  Office 
22nd  Floor  Federal  Bulking 
26  Federal  Ptaza 
New  York.  New  York  10007 


Ban  Franc'aco  Ragiorwjl  Qfftce  Keertle  Regional  Office 

4^0 C.  UunttaM  A.enue  2Bthrk».i    raxiaxelBuJOmrj 

Boi  DOOOi  Olbbncun  ir   ■ 

Sot-  1  ranaeCO,  Caltonua  04 1 02  Seen*.  WaJuengtofl  061 74 

Washington.  DC.  Regtonel  Offke 
Gclman  1  uhVI     3 

.  '.    IL  .■"*..:  N.W 
Weshmgloii  DC  20037 

?  It  1  Bank  «  rivofved  w»nt  to  r>ie  of  the  agwnoe«  bneo 
below 

H  pie  Bank    .  national!;  chartered  | 'Nattona'"'  or  '  N  A 
.    1    1  -Pit.  [Hjink'sner»f).  »p\te  1? 

I 

>.is*on 
jtjn.OC  2O210 

•  n  the  Bank  a  Slate  chartered  and  ia  a  member  of  (he 
Federal  Reserve  System,  write  to 

bu.no  ot  Guvemore  ot  me  Federal  Reserve  S/atern 
Dwector.  Divson  c' Cc-.^unier  Affairs 
Washington,  DC  20551 

e  ft  me  Bark  rs  Slate  chartered  and  <s  Injured  by  the  Fed 
er8i  Deposit  m^uraice  Corporation  (FDiC)  but  »  no/  a 
memoe*  ol  the  Federal  Reserve  System,  wnte  to 

Federal  Deposit  Insurance  Corporabon 

Ofl«ce  ot  Bank  Consumer  Affairs 

Washington.  DC  20429 

3  'I  a  leceraify -chartered  or  tedoralfy-nsured  Savmjt  and 
Loan  Association  is  invoked  write  to: 

Federal  Home  Lo  m  flank  Board 
Equal  CvedU  OpportuniTy 
Washington  DC  20552 

4  tf  a  tederaHy  chartered  Credit  Un«)nfsaivorved.wTTie  to 

Federal  Credit  Unon  Admnstrabon 
Drvsron  ol  Consumer  Affairs 
Washington.  D  C  20456 

5  Complaints  agans!  all  kmds  ol  creditors  can  be  referred  to 

Department  of  Justice 
Crvil  Rights  Division 
Washington.  DC  20530 

TO  FIND  OUT  MORE: 

I*  you  have  any  genera'  questions  about  the  Equal  Credit 
Opportun.ty  Act  dat  are  not  answered  by  this  pamphlet,  write 
to  the  Federal  Trade  Commission,  Equal  Credit  Oppor- 
tunity, Washington,  D.C.  20S80  or  to  one  Ol  its  regional 
offices 

Puo/isftad  or  the  F»d*ral  Trad*  Comrn/ajJoe 
Apri!  1977 

For  cop.es  ot  the  Equal  Credit  Opportunity  Act  or  copies  ot 
this  pamphlet  write  to  Federa.  Trade  <^>nvrusKion,  Legal  and 
Pubhc  Records  Room  130.  Washington.  DC  20580 

Permission  is  granted  to  reprint  this  pamphlet  in  wtiole  or  rt 
part  m  a  non-deceptive  manner  rf  the  FTC'S  authorship  rs  ac- 
knowledged 
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EXHIBIT   C 


1/ 


kuVAuTfel 


»*'0-    1  1 1  o 


May   15,    1979 


Mr.  Charles  R.  McConachie 

Chief 

Consumer  Affairs  Section 

Antitrust  Division 

Department  of  Justice 

Washington,  D.C.   20530 


FILED 
KAY291-?= 


r«-  F  C/VEY,  L. 


Dear  Mr.  McConachie: 

This  letter  is  to  confirm  the  authority  of  Spencer  Heine,  Assistant 
General  Counsel  of  Montgomery  Ward  &  Co.,  Incorporated,  to  execute  the 
proposed  consent  judgment  to  settle  the  action  threatened  by  the  Justice 
Department  alleging  noncompliance  by  Montgomery  Ward  with  the  Equal 
Credit  Opportunity  Act. 

Very  truly  yours, 


Edward  S.  Donnell 
Chairman  of  the  Board 
and  President 


5438jr5 

CORPORATE  LEGAL  DIVISION 

MONTGOMERY  WARD  PLAZA,  CHICAGO.  IL  60671   PHONE  (312)  467-2000 


a  M?bil  company 
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UNITED  STATES  DISTRICT  COURT 
FOR  THE  DISTRICT  OF  COLUMBIA 


UNITED  STATES  OF  AMERICA, 

Plaintiff, 
'.    v. 


MONTGOMERY  WARD  &  CO., 
INCORPORATED, 


Defendant 


FILED 

MAY  2"B  E?S, 


Civil   Ac  t  i  on- 
No. 

79-  14.12 


F    D/.VEY,  t. 


REASONS  FOR  SETTLEMENT 
This  statement  accompanies  the  Consent  Judgment 
executed  by  defendant  Montgomery  Ward  &  Co.,  Incorporated, 
in  settlement  of  .ion  brought  to  recover  penalties  from 
defendant  for  violations  of  the  Equal  Credit  Opportunity  Act 
("ECOA"),  15  U.S.C.  §J  1691  et  sec^,  and  its  implementing 
Regulation  B,  12  C.F.R.  §  202.  The  ECOA  is  enforceable  as 
a  trade  regulation  rule  pursuant  to  the  Federal  Trade 
Commission  Act  ("FTCA") ,  15  U.S.C.  §  45(m)(l)(A). 

As  required  by  Section  5(m)(l)(C)  of  the  FTCA, 
15  U.S.C.  §  45(m)(l)(C),  the  Commission  hereby  sets  forth 
its  reasons  for  settlement  by  entry  of  a  Consent  Judgment 
and  injunction: 

On  the  basis  of  the  allegations  contained  in  the 
attached  complaint,  the  Commission  believes  that  the  payment 
of  one  hundred  seventy  five  thousand  dollars  ($175,000)  in 
civil  penalties  by  defendant,  Montgomery  Ward  &  Co.,  Incor- 
porated, constitutes  an  appropriate  amount  upon  which  to 
base  a  settlement.  The  amount  should  assure  compliance  with 
the  law  by  the  defendant  and  others  who  may  be  in  violation. 
Additionally,  the  defendant  has  agreed  to  the  injunctive 
relief  plaintiff  has  requested.  Finally,  the  entry  of  the 
Consent  Judgment  will  avoid  the  time  and  expense  of  litigation, 
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UNITED  STATE.1:  DISTRICT  COURT 
FOR  THE  DISTRICT  OF  COLUMBIA 


UNITED  STATES  OF  AMERICA, 

Plaintiff, 

v. 

MONTGOMERY  WARD  &  CO., 
INCORPORATED, 

Defendant . 


Fl 

j   r>-  p  C/.VEY,  Cr 
Civil  Action 


No. 


79-  1412 


ORDER 


UPON  CONSIDERATION  of  the  parties  joint  motion  for 
expedited  consideration,  and  the  entire  record,  it  is  by  the 
Court  this  &-Cj   day  of  May,  1979 

ORDERED  that  the  Consent  Judgment  is  approved. 


^y^Z^~^?C^i2 


United  States  D 


istrict  Judge   / 
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For  the  foregoing  reasons,  the  Cbnimi us  ion  believes 
that  the  settlement  by  entry  of  the  attjehed  Consent 
Judgment  with  Montgomery  Ward  (*  Co.,  incorporated  is 
justified  and  well  within  the  public  interest. 


APPROVED:     (j<\   M^CHA**-?-  Cy../j^j.^O^^-i- 
United  States  District  Judge 


DATED: 


^y'?7jl?7J 


Senator  Levin.  By  the  way,  if  Mrs.  Selick  doesn't  need  a  Mont- 
gomery Ward  credit  card,  I'd  be  delighted  to  use  it.  [Laughter.] 

Senator  Tsongas.  Mr.  Capon?  Dr.  Noel  Capon  and  Mr.  William 
Fair. 

STATEMENTS  OF  NOEL  CAPON,  CAMBRIDGE,  MASS.;  AND  WIL- 
LIAM FAIR,  PRESIDENT,  FAIR,  ISAAC  &  CO.,  SAN  RAFAEL, 
CALIF. 

Senator  Tsongas.  Dr.  Capon  is  now  part  of  the  university,  which 
is  the  second  most  prestigeous  in  the  country.  [Laughter.] 

Proceed. 

I  understand  that  you  both  will  provide  summaries.  I  indicate  to 
you  both  that  your  full  statements  will  be  placed  in  the  record,  and 
most  of  us  have  read  those  already. 

Dr.  Capon.  My  name  is  Noel  Capon.  I  am  associate  professor  of 
management  at  the  Graduate  School  of  Management,  UCLA.  I  am 
currently  a  visiting  lecturer  at  the  Graduate  School  of  Business 
Administration,  Harvard  University.  As  of  July  1,  my  permanent 
appointment  will  be  that  of  associate  professor  of  the  Graduate 
School  of  Business,  Columbia  University. 

CREDIT   SCORING 

I  welcome  the  opportunity  to  make  this  statement  to  the  commit- 
tee, since  I  have  during  the  past  2  to  3  years  performed  a  good  deal 
of  research  on  the  topic  of  credit  scoring,  a  practice  much  used  by 
creditors,  and  which  is  highly  germane  to  consideration  of  Senator 
Levin's  bill,  S.  15. 

My  work  on  this  topic  has  been  published  in  the  Harvard  Busi- 
ness Review,  and  as  op-editorials  in  both  the  Washington  Post,  and 
the  New  York  Times. 

My  objective  has  been  to  generate  a  public  debate  on  credit 
scoring,  so  that  rational  decisions  on  what  constitutes  appropriate 
ways  of  making  credit  decisions  on  individuals  can  be  made. 

This  requires  a  weighing  of  the  very  genuine  need  of  creditors  to 
be  able  to  make  a  discrimination  between  those  who  are  likely  to 
honor  their  financial  obligations  and  those  who  are  not,  and  the 
rights  of  consumer  applicants  to  be  subject  to  fair  treatment. 

To  the  extent  that  the  hearings  in  this  committee  will  address 
these  issues,  I  am  content  that  this  objective  will  be  attained.  I 
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should  make  it  clear  to  the  committee  that  I  have  never  participat- 
ed in  the  development  or  use  of  a  credit  scoring  system  My  testi- 
mony is  presented  from  the  perspective  of  an  impartial  external 
observer  who  has  obtained  extensive  information  about  these  sys- 
tems, and  who  has  engaged  in  a  great  deal  of  analysis  and  reflec- 
tion regarding  the  implications  of  their  use  at  a  level  ol  both  the 
individual  and  society. 

At  the  outset,  I  should  say  that  I  am  fully  supportive  of  Senator 
Levin's  bill.  However,  I  believe  that  the  critical  issue  facing  this 
committee  is  not  simply  whether  place  of  residence  should  be  pro- 
hibited as  a  basis  on  which  to  make  credit  decisions;  rather,  I 
believe  that  the  fundamental  question  with  which  this  committee 
must  come  to  grips  is  whether  statistical  predictability  alone  is  a 
sufficient  criterion  for  acceptability   of  a  credit  scoring  system. 

I  believe  that  though  statistical  predictability  is  one  criterion,  of 
greater  import  is  the  necessity  that  the  characteristics  employed  in 
the  credit  scoring  system  bear  an  explanatory  relationship  to 
future  credit  performance. 

Let  me  explain  what  I  mean.  If  statistical  predictability  alone  is 
a  sufficient  criterion  for  a  credit  scoring  system,  then  credit  scoring 
developers  will  employ  any  measurable  characteristics  which  have 
a  statistical  relationship  to  payment  performance.  Indeed,  some 
creditors  are  angry  at  Congress  that  they  can  no  longer  employ 
such  characteristics  as  sex  and  marital  status,  characteristics 
which  are  statistically  predictive  of  payment  performance,  but 
which  are  prohibited  under  ECOA. 

Typically,  credit  scoring  developers  seek  their  statistical  predic- 
tors from  upwards  of  50,  and  on  occasion  as  many  as  300  applicant 
characteristics.  What  are  some  of  these  predictor  characteristics 
which  credit  scoring  developers  have  decided  in  their  wisdom  are 
sufficiently  attractive  to  be  investigated  for  their  predictive  power 
of  payment  performance?  Some  that  I  have  identified  are  the  fol- 
lowing: 

CREDIT  APPLICANTS  STATISTICS 

The  first  letter  of  applicant's  last  name.  Telephone  area  code. 
Number  of  children.  Number  of  other  dependents.  Age  difference 
between  man  and  wife.  Occupation.  Make  and  model  of  automobile. 
Age  of  automobile.  The  ZIP  code  of  residence.  State  of  residence. 
Location  of  relative's  residence.  Ownership  of  life  insurance.  Indus- 
try in  which  employed.  Length  of  the  particular  product  being 
financed.  Width  of  the  particular  product  being  financed.  Member- 
ship in  a  trade  union. 

It  has  occurred  to  me  that  a  fuller  list  of  characteristics  perhaps 
worth  including  in  system  development  might  include:  Color  of 
hair,  if  any;  left-  or  right-handedness;  wear  eyeglasses;  height; 
weight;  early  morning  drink  preference,  tea,  coffee,  or  milk;  first 
digit  of  social  security  number;  last  digit  of  social  security  number. 

Credit  scoring  developers  believe  that  not  only  is  it  advisable  to 
use  as  many  characteristics  as  possible;  rather,  and  I  quote,  "all 
legally  permissible  available  information  must  be  used." 

The  final  scoring  table  consists  of  fewer  characteristics,  typically 
between  8  and  12  of  the  original  set  that  have  been  found  by 
computer  analysis  to  be  the  most  statistically  predictive  of  pay- 
ment performance.  The  characteristics  that  form  the  basis  for  the 
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final  table  of  a  system  employed  by  one  major  retailer  are:  ZIP 
code;  bank  reference;  type  of  housing;  time  at  present  address; 
occupation;  time  with  employer;  finance  company  reference;  other 
department  store,  oil  company,  or  major  credit  card. 

What  can  we  learn  from  examination  of  this  particular  final 
scoring  table,  which  is  table  2  in  my  written  testimony? 

First,  there  is  no  mention  of  income,  debts,  living  expenses  and 
the  like,  economic  characteristics  that  a  simple-minded  person 
might  have  thought  had  something  to  do  with  a  person's  ability  to 
repay  a  loan. 

Second,  there  is  no  mention  of  credit  history,  or  credit  rating,  a 
characteristic  which  again  a  simple-minded  person  might  have 
thought  had  something  to  do  with  a  person's  willingness  to  repay  a 

loan. 

Instead,  we  find  ZIP  code.  Depending  on  where  an  applicant 
lives,  she  may  get  a  tremendous  disadvantage. 

Applicants  score  fewer  points  if  they  rent  their  accommodations 
than  if  they  own  or  are  buying  their  home. 

The  length  of  time  the  applicant  has  been  at  her  present  address, 
or  has  been  with  her  current  employer,  are  important  characteris- 
tics. However,  the  points  awarded  are  not  exactly  what  this  com- 
mittee had  in  mind  when  the  1976  amendments  to  ECOA  were 
being  considered. 

Rather  than  greater  economic  and  residential  stability  being 
worth  an  increasing  number  of  points,  as  stability  increases,  the 
points  awarded  first  decrease  before  later  increasing. 

An  applicant's  occupation  is  an  important  characteristic.  Howev- 
er, to  be  gainfully  employed  in  the  categories  of  driver,  labor,  and 
outside  earns  no  more  points  than  being  unemployed. 

Finance  companies  are  such  pariahs  that  if  the  applicant  fills  out 
the  application  honestly  and  admits  that  she  borrowed  money  from 
a  finance  company,  she  is  severely  penalized.  Whether  or  not  the 
loan  was  satisfactorily  repaid  is  a  total  irrelevancy. 

For  many  of  the  characteristics,  more  points  are  awarded  if  the 
question  goes  unanswered  than  are  awarded  for  many  of  the  possi- 
ble answers.  Thus,  the  second  most  favorable  way  to  score  on  the 
ZIP  code  characteristic  is  not  to  provide  it. 

In  1975,  in  the  context  of  this  committee's  concern  with  arbitrary 
decisionmaking  by  individual  credit  managers  on  such  bases  as 
race,  age,  marital  status,  and  so  forth,  creditors  successfully  sought 
specific  endorsement  of  credit  scoring  systems  by  Congress. 

Creditors  told  the  committee  that  their  systems  were  empirically 
derived  and  statistically  sound,  an  assertion  which  I  have  ques- 
tioned in  my  written  statement.  What  creditors  did  not  tell  the 
committee  was  that  their  so-called  empirically  derived  and  statisti- 
cally sound  systems  were  designed  specifically  to  avoid  using  one 
key  explanatory  variable:  The  applicant's  prior  payment  perform- 
ance is  excluded  from  the  analysis  if  at  all  possible. 

Thus,  today,  applicants  with  excellent  credit  records  are  being 
turned  down  for  credit  on  the  bases  of  characteristics  which  have 
no  direct  relationship  to  their  payment  performance. 

The  distinction  that  I  am  making  is  between  characteristics  that 
may  show  some  statistical  relationship  to  credit  performance,  and 
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those  that  have  a  genuine  explanatory  relationship  to  this  perform- 

An  explanatory  characteristic  is  one  that  bears  a  clear  causal 
relationship  to  the  behavior  being  predicted.  Prime  examples  in  the 
case  of  credit  performance  are  the  income-debt  ratio,  or  past  credit 

history.  .    . 

No  one  would  pretend,  however,  that  characteristics  such  as  first 
letter  of  last  name,  or  place  of  residence,  bear  any  such  explana- 
tory relationship  to  credit  performance. 

I  believe  that  to  base  credit  decisions  merely  on  a  set  of  statisti- 
cal predictors  such  as  place  of  residence,  while  intentionally  ignor- 
ing the  applicant's  prior  track  record,  is  an  affront  to  the  dignity  of 
the  American  people. 

When  predictive  decisions  regarding  individuals  need  to  be  made, 
it  has  been  the  tradition  in  American  society  to  base  these  deci- 
sions on  variables  that  bear  an  explanatory  relationship  rather 
than  a  statistical  one,  to  the  behavior  being  predicted. 

In  particular,  the  most  crucial  indicator  of  anticipated  perform- 
ance has  been  actual  historic  performance  in  a  similar  or  related 
area.  How  many  representatives  of  the  credit  industry  in  this 
hearing  room  today  were  promoted  to  their  current  positions  be- 
cause of  their  place  of  residence  or  the  age  of  their  automobiles? 

I  suggest  they  were  promoted  on  the  basis  of  their  individual 
work  history  performance,  as  being  the  most  salient  predictor  of 
how  well  they  would  perform  in  their  current  jobs. 

Of  those  who  went  to  college,  how  many  were  selected  by  the 
college  of  their  choice  on  the  basis  of  their  place  of  residence,  their 
father's  occupation,  the  number  of  siblings  or  whether  or  not  the 
family  owned  or  rented  their  home? 

Rather,  how  many  were  selected  because  their  individual  per- 
formance in  high  school  and  on  aptitude  tests  was  worthy  of  the 
educational  institution? 

Why  should  concern  for  individual  performance  be  any  different 
in  the  credit  area? 

Nor  am  I  the  first  person  to  raise  these  issues.  The  point  has 
been  made  most  succinctly  and  forcefully  by  the  former  chairman 
of  this  subcommittee,  Senator  Riegle.  He  states: 

Needless  to  say,  the  location  of  a  given  consumer's  residence  has  no  more  bearing 
on  his  or  her  creditworthiness  than  the  color  of  his  or  her  hair. 

While,  the  credit  industry  might  conceivably  be  able  to  provide  empirical  evidence 
that  blonds  are  greater  credit  risks  than  brunettes,  one  must  question  the  value  to 
our  society  of  making  decisions  on  bases  such  as  these. 

If  the  retailers  and  lending  institutions  of  our  Nation  continue  to  make  credit 
decisions  on  arbitrary  bases  like  this,  I  believe  the  Congress  must  step  in  and  make 
common  sense  prevail. 

STATISTICAL   PREDICTABILITY   IS   NOT   ILLEGAL 

The  critical  issue  on  which  credit  scoring  advocates  and  I  dis- 
agree is  a  very  fundamental  one.  These  advocates  are  concerned, 
above  all  else,  with  statistical  predictability.  And  so  long  as  the 
information  which  they  use  to  make  their  predictions  is  not  illegal, 
they  will  use  any  information  at  all  which  aids  in  the  discrimina- 
tion between  the  goods  and  the  bads,  irrespective  of  whether  it 
makes  any  sense,  that  is  to  say,  whether  the  information  bears  any 
logical  explanatory  relation  to  creditworthiness. 
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My  position  is  quite  different.  I  acknowledge  the  creditor's  right 
to  attempt  to  make  a  predictive  discrimination  between  the  goods 
and  the  bads,  and  I  applaud  the  drive  toward  objectivity  and  con- 
sistency in  decisionmaking.  However,  I  believe  that  there  are 
broader  values  to  be  taken  into  account  than  merely  maximizing 
the  creditor's  predictive  power. 

The  critical  value  is  treatment  of  the  individual  in  a  fair,  just 
manner,  and  protection  of  the  individual  from  arbitrary  treatment. 
The  individual  should  be  judged  on  characteristics  that  are  intrin- 
sically related  to  the  decision  under  consideration,  financial  charac- 
teristics, and  measures  of  prior  credit  performance,  to  the  extent 
they  are  available. 

Only  when  this  value  is  given  paramount  importance  will  the 
Equal  Credit  Opportunity  Act  fulfill  the  hopes  it  inspired  when  it 
was  originally  enacted. 

Thank  you. 

[The  complete  statement  of  Dr.  Capon  follows:] 
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Members  of  Che  Consumer  Affairs  Subcommittee  of  the  Senate  Banking,  Housing 
and  Urban  Affairs  Committee. 

INTRODUCTION 


My  name  is  Noel  Capon.   I  am  an  Associate  Professor  of  Management  at  the 
Graduate  School  of  Management,  University  of  California  at  Los  Angeles,  and 
currently  a  Visiting  Lecturer  at  the  Graduate  School  of  Business  Administration, 
Harvard  University.  As  of  July  1  my  permanent  appointment  will  be  that  of 
an  Associate  Professor  at  the  Graduate  School  of  Business,  Columbia  University. 

I  welcome  the  opportunity  to  present  this  written  statement  to  the 
Subcommittee  since  I  have,  during  the  past  two  to  three  years,  made  a  number 
of  public  statements  on  issues  which,  I  believe,  are  highly  relevant  to 
consideration  of  Senate  Bill,  S15.   In  this  regard  I  have  addressed  the 
Advisory  Council  of  the  Credit  Research  Center,  Purdue  University,  and  members 
of  both  the  Associated  Credit  Bureaus  and  the  Consumer  Bankers  Association. 
In  addition,  my  work  has  been  published  as  an  article  in  the  Harvard  Business 
Review  and  as  op-editorials  in  both  the  Washington  Post-  and  the  New  York 
Times . ^  All  three  written  statements  have  recently  been  read  into  the  Con- 
gressional Record  by  Senator  Levin,  the  original  sponsor  of  S15,  and  Senator 

4 
Javits  respectively,  and  are  inserted  as  appendices  to  this  statement. 

The  thrust  of  my  statements  has  been  to  raise  serious  questions  about  a 

methodology  now  much  employed  by  creditors  for  making  decisions  on  whether  or 

not  to  grant  credit  to  applicants.   This  methodology,  variously  called  credit 

scoring  or  point  scoring,  but  more  accurately  designated  application  credit 

or  point  scoring,  was  increasingly  used  by  creditors  in  the  early  1970' s. 
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However,  a  watershed  was  reached  in  1976,  when,  following  hearings  on 
Senate  3ills  S1927  and  S483  in  this  Subcommittee,  at  which  creditor  witnesses 
argued  vigorously  in  favor  of  credit  scoring,  the  Equal  Credit  Opportunity 
Act  Ammendments  of  1976  were  passed,  specifically  endorsing  the  use  of  credit 
scoring  systems,  provided  that  such  systems  were  "demonstrably  and  statistically 
sound  and  empirically  derived." 

One  of  my  chief  concerns  has  been  the  fact  that  at  the  time  of  their 
acceptance,  Congress  was  not  fully  aware  of  the  full  implications  of  use  of 
these  systems.   Furthermore,  it  is  quite  clear  from  a  recent  consumer  credit 
survey  conducted  for  the  Federal  Reserve  Board  by  Professor  Thomas  A.  Durkin 
and  Gregory  E.  Elliehausen^  that  despite  the  sanguine  position  taken  by 
creditors  at  the  1975  Hearings  before  this  Committee,0  the  American  public 
is  unaware  of  the  bases  on  which  credit  decisions  are  currently  being  made.' 
My  objective  has  been  to  generate  a  public  debate  about  credit  scoring  so  that 
rational  decisions  on  what  constitutes  appropriate  ways  of  making  credit 
decisions  can  be  made.   This  requires  a  weighing  of  the  very  genuine  need 
of  creditors  to  be  able  to  make  a  discrimination  between  those  who  are  likely 
to  honor  their  financial  obligations  and  those  that  are  not,  and  the  rights  of 
consumer  applicants  to  be  subject  to  fair  treatment.   To  the  extent  that  the 
Hearings  in  this  Subcommittee  will  address  these  issues,  I  am  content  that 
this  objective  will  have  been  attained. 

Before  I  address  the  specific  items  contained  in  S15,  I  shall,  since  I 
believe  it  is  important  that  this  Committee  be  fully  aware  of  the  nature  of 
credit  scoring  systems,  discuss  how  an  individual  applicant  is  treated 
by  credit  scoring  system  and  the  problems  that  arise  in  the  development  and 
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use  of  such  systems.   Second,  I  shall  turn  to  the  specific  items  with 
which  S15  is  concerned.   Third,  I  shall  address  a  series  of  broader  and 
more  fundamental  questions  which  the  use  of  credit  scoring  systems  raises 
and,  finally,  point  out  to  the  Committee  a  major  loophole  in  E.C.O.A. 
legislation  which  needs  attention. 

1  should  make  it  clear  to  the  Committee  that  I  have  never  partici- 
pated in  the  development  or  use  of  a  credit  scoring  system.   My  testimony 
is  presented  from  the  perspective  of  an  impartial  external  observer  who 
has  obtained  extensive  information  about  these  systems  and  who  has  engaged 
in  a  great  deal  of  analysis  and  reflection  regarding  the  implications  of 
their  use  at  the  level  of  both  the  individual  and  society. 
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CREDIT  SCORING 

DEVELOPMENT  OF  CREDIT  SCORING  SYSTEMS 

The  underlying  rationale  for  construction  of  a  credit  scoring  system  is 
identification  of  a  statistical  association  between  information  of  a  type 
supplied  by  an  applicant  on  an  application  blank  and  his  payment  behavior. 
In  developing  a  credit  scoring  system,  a  creditor  goes  into  his  historic 
files  and  pulls  out  information  on  a  number  of  applicants  previously  granted 
credit.  He  makes  certain  that  he  has  a  sufficient  number  of  applicants  who 
subsequently  met  their  obligations,  "goods",  and  also  a  sufficient  number 
who  did  not,  "bads".  He  then  attempts  to  identify  a  statistical  relationship 
between  the  various  items  of  information  supplied  on  the  application  blank 
and  whether  or  not  a  person  turned  out  to  be  a  "good"  or  a  "bad",  using  a 
computer  based  multivariate  statistical  technique  such  as  regression  or 

discriminant  analysis.   Examples  of  the  type  of  characteristics  that  are  used 

o 
to  perform  the  discrimination  are  shown  in  Table  1. 

The  analytic  procedure,  which  proceeds  in  a  stepwise  manner,  enables  the 
creditor  to  identify  those  characteristics  which  provide  the  strongest 
statistical  discrimination  between  the  "goods"  and  the  "bads".   Jhen  the 
analysis  is  completed  for  any  one  point  scoring  system,  only  the  most  discrim- 
inatory sub-set,  typically  between  six  and  twelve  of  the  original  character- 
istics, is  actually  employed  in  the  final  scoring  table.'  However, 
characteristics  not  employed  in  one  scoring  system  may  well  be  employed  in 
another.  Thus  one  scoring  table  might  include  for  instance,  number  of 
dependents  and  income,  while  another  might  eschew  these  factors  but  include 
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make  of  automobile  and  geographic  area  of  the  United  States.   The  character- 
istics that  are  included  in  the  final  scoring  table  are  determined  first  of 
all  by  the  set  of  characteristics  that  the  creditor  elects  to  score  and  enter 
as  raw  data  into  the  analysis,  and  second,  by  the  very  nature  of  the 
information  itself.   If  a  statistical  discrimination  between  "goods"  and 
"bads"  of  sufficient  strength  is  found  for  a  characteristic,  that  character- 
istic enters  the  final  scoring  table.   An  example  of  an  actual  scoring  table 
is  shown  in  Table  2.^  Whether  or  not  any  rational  explanation  can  be  given 
for  the  inclusion  of  a  particular  characteristic  in  the  final  table  of  a 
credit  scoring  system  is  totally  irrelevant. 

A  scoring  system  so  constructed  is  then  employed  in  the  following 
manner.  When  an  individual  applies  for  credit,  he  or  she  is  awarded  point 
values  for  each  of  the  characteristics  on  the  basis  of  the  information 
provided  on  the  application  blank.   The  point  values  for  each  characteristic 
are  then  summed  in  simple  arithmetic  fashion  to  arrive  at  a  total  point 
score.   This  point  score  is  then  compared  to  a  target  score  or  score(s)  in 
the  manner  shown  in  Table  3. 

In  the  single  cut-off  method,  there  is  one  cut-off  or  target  score. 
If  the  applicant's  total  point  score  is  greater  than  thai  cut-off  he  is 
awarded  credit,  if  it  is  less  than  the  cut-off  he  is  denied.   In  the  double 
cut-off  method,  a  two  stage  process  is  involved.   In  the  first  stage  there 
are  cut-offs  for  both  approval  and  disapproval.   If  the  applicant  scores 
less  than  the  disapproval  cut-off,  credit  is  automatically  denied.  Likewise, 
if  the  applicant  scores  greater  than  the  approval  cut-off,  credit  is 
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automatically  awarded.   If  Che  applicant  scores  in  between  the  approval  and 
disapproval  cut-off,  a  secondary  stage  of  information  gathering  and  scoring 

follows. 

In  the  second  stage,  information  is  sought  on  the  applicant's  credit 
history.   Items  of  that  credit  history  are  scored  in  a  similar  manner  to 
the  characteristics  in  the  first  stage.   (See  Table  4  for  typical  character- 
istics and  scores).1^-  These  point  values  are  added  to  the  summed  point 
value  obtained  in  the  first  stage  of  the  process  and  comparison  made  with 

a  final  cut-off  score.   A  score  above  the  cut-off  results  in  the  awarding 

12 
of  credit,  a  score  less  than  the  cut-off  results  in  credit  denial. 

Questions  which  might  be  raised  in  the  Committee's  mind  are  these: 

How  are  cut-off  scores  arrived  at?  How  is  it  decided  what  target  levels 

should  be  set  for  credit  applicants?   The  actual  levels  chosen  by  a  creditor 

may  be  the  result  of  a  complex  series  of  calculations  based  on  the  creditor's 

ability  to  calculate  the  probability  of  an  applicant  being  a  "good"  and  of 

being  a  "bad",  associated  with  each  summed  point  level.   Thus,  for  example, 

in  the  single  cut-off  method  a  creditor  might  be  able  to  develop  a  probability 

13 
table  of  the  type  shown  in  Table  5.    The  creditor  would  predict,  on  the 

basis  of  his  analysis,  that  if  an  applicant's  total  score  is  115  points,  there 

is  a  0.95  probability  (a  95%  chance)  that  he  will  repay  the  debt  and  a  0.05 

probability  (a  5%  chance)  that  he  will  not.   Put  another  way,  of  100 

applicants  who  score  115  points,  on  average  95  will  eventually  repay  their 

credit  and  five  will  not.  Lower  point  scores  imply  lower  probabilities 

of  repayment. 
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Notice  that  however  strict  a  criterion  the  creditor  sets,  there  is 
always  some  probability  that  an  applicant  granted  credit  will  not  repay  his 
debts.   The  actual  level  set  for  the  cut-off  thus  reflects  the  creditor's 
degree  of  risk,  aversion  to  bad  debt  loss.   Some  creditors  may  wish  to  keep 
their  bad  debts  as  low  as  possible  and  therefore  set  high  cut-off  values; 
others  may  be  prepared  to  accept  more  bad  debts,  since  in  doing  so  they 
will  make  sufficient  profits  from  their  sales  to  the  extra  persons  to  whom 
they  award  credit  and  who  will  repay,  and  they,  therefore,  set  lower  cut- 
off values.  It  should  also  be  noted  that  whatever  the  cut-off  level,  there 
is  always  some  typically  high,  probability  that  an  individual  denied  credit 
would  in  fact  have  paid  satisfactorily. 

In  my  opinion,  however,  the  setting  of  cut-off  values  must  nevertheless 
remain  a  matter  for  the  creditors'  discretion.   They  alone  should  be  able  to 
determine  what  degree  of  expected  bad  debt  expense  they  should  accept.   I 
believe  it  would  be  inappropriate  to  legislate  this  matter  and  I  am  certain 

that  on  this  one  issue  at  least,  representatives  of  the  industry  and  myself 

14 
are  in  complete  agreement. 

ANALYSIS  OF  CREDIT  SCORING  TABLES 

I  believe  that  it  is  instructive  to  examine  the  final  scoring  table  for 
the  actual  credit  scoring  system  shown  in  Table  2  and  to  explore  some  of  the 
implications  of  its  use. 

1.   It  should  first  be  noted  that  none  of  the  characteristics  have  any 
apparent  relationship  to  likelihood  of  credit  repayment.   There  are  no 
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characteristics  of  income,  wealth,  outstanding  debts  or  credit  history,  just 
those  characteristics  that  consumers  assume  are  used  by  creditors.   (See 
Footnote  7) 

2.  An  applicant  may  be  at  a  considerable  disadvantage  depending  on 
where  he  or  she  lives.   Some  zip  code  categories  (each  of  the  categories  A,  3, 
C,  and  D  contains  many  individual  zip  codes)  receive  far  fewer  points  than 
others.   (Zip  code  is,  of  course,  just  one  possible  way  in  which  geography 
can  be  used  in  a  credit  scoring  system.) 

3.  Persons  who  rent  their  accomodations  receive  less  points  than  those 
owning  or  buying . 

4.  Time  at  Present  Address  and  Time  with  Employer  characteristics 
both  form  part  of  the  final  table,  but  in  a  somewhat  different  manner  than 
was  anticipated  by  this  Committee  in  1975.   In  both  cases  there  is  a  curvi- 
linear relationship,  as  length  of  time  increases,  the  points  awarded  first 
decrease  before  later  increasing.1^ 

Thus  applicants  who  have  lived  at  their  present  address  for  less  than 
six  months  are  awarded  39  points,  a  level  which  they  could  not  reach  again 
until  they  had  maintained  the  same  residence  for  seven  and  a  half  years. 
Further,  applicants  who  have  been  resident  for  between  six  months  and  one 
year  five  months  (30  points)  are  considered  more  creditworthy  than  those 
resident  for  between  one  year  six  months  and  three  years  five  months  (27 
points) . 

In  a  similar  manner,  an  applicant  who  has  been  wi,th  his  current  employer 
for  less  than  six  months  cannot  score  more  points,  cannot  be  considered  more 
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creditworthy,  until  he  has  been  with  his  employer  for  more  than  15  years 
six  months.  It  is  better  to  be  unemployed  than  to  have  worked  with  one's 
employer  for  between  six  months  and  five  years  five  months. 

5.  An  applicant's  occupation  is  an  important  characteristic.  Notice, 
however,  that  to  be  gainfully  employed  in  the  categories  of  Driver,  Labor 
and  Outside,  gains  no  more  points  than  being  Unemployed. 

6.  If  the  applicant  fills  out  the  application  honestly  and  admits 
that  he  borrowed  money  from  a  finance  company,  he  is  severely  penalized. 
Whether  or  not  the  loan  was  satisfactorily  repayed  is  not  taken  into  con- 
sideration. 

7.  For  many  of  the  characteristics  more  points  are  awarded  if  the 
question  goes  unanswered  than  are  awarded  for  many  of  the  possible  answers. 
For  example,  the  second  most  favorable  way  to  score  on  the  zip  code  charac- 
teristic is  not  to  answer  the  question. 

It  is  difficult  to  believe  that  despite  their  endorsement  of  credit 
scoring,  the  Congress  of  the  United  States,  in  passing  the  Ammendments  to 
E.C.O.A.,  really  understood  that  scoring  tables  were  being  used  in  the  manner 
I  have  illustrated  to  make  credit  decisions  on  its  citizens. 

Indeed  the  Senate  Committee  set  out  the  underlying  rationale  of  E.C.O.A.: 


".  .  .  The  Committee  believes  it  must  be  estab- 
lished as  clear  national  policy  that  no  credit 
applicant  shall  be  denied  the  credit  he  or  she 
needs  and  wants  on  the  basis  of  characteristics 
that  have  nothing  to  do  with  his  or  her  credit- 
worthiness .  .  ."  (emphasis  added) 
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and 


"...  the  bill  identifies  characteristics  of 
applicants  which  the  Committee  believes  are,  and 
must  be,  irrelevant  to  a  credit  judgement,  and 
prohibits  or  curtails  their  case.  .  ."  (emphasis 
added) 


It  is  difficult  to  appreciate  how  zip  code  and  occupation,  for  example, 
are  any  more  relevant  to  a  credit  judgement  or  have  anything  more  to  do 
with  creditworthiness  than,  for  example,  sex  or  marital  status,  characteris- 
tics which  have  been  declared  illegal. 

Further,  it  is  quite  clear  that  the  Senate  Committee  had  no  idea  that 
curvilinear  relationships  such  as  noted  for  time  at  present  address  and  time 
with  employer  were  likely  to  be  found.   Thus,  their  report  asserts  that: 


"...  consumers  particularly  should  benefit  from 
knowing,  for  example,  that  the  reason  for  their 
denial  is  their  short  residence  in  the  area,  or 
their  recent  change  of  employment.  .  ."  (emphasis 
added) 


and,  in  making  suggestions  to  creditors  of  forms  for  notification  of 
declined  applicants,  the  report  states: 


"...  Your  application  is  declined  because  it 
does  not  meet  our  membership  requirements  with 
respect  to  length  of  residence,  (emphasis  added) 

".  .  .It  has  been  our  experience  that  applicants 
who  do  not  meet  these  requirements  at  one  time 
may  qualify  later  on  after  achieving  additional 
residence  and  employment  stability.  .  ."  (empha- 
sis added) 
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Such  statements  clearly  reflect  the  assumption  of  monotonic  relationships, 
i.e.,  creditworthiness  increases  as  residential  and  employment  stability 
increase . 

Finally,  one  of  the  major  concerns  of  the  Committee  was  that  creditors 
advise  applicants  of  reasons  for  adverse  action,  since  it  believed  that 
disclosure  was  essential  to  achieve  the  goals  of  anti-discrimination  of 
the  legislation.   However,  it  was  also  concerned  with  the  educational  value 
to  applicants  of  knowing  the  reasons  for  adverse  decisions.   Thus: 


".  .  .  this  requirement  fulfills  a  broader  need: 
rejected  credit  applicants  will  now  be  able  to 
learn  where  and  how  their  credit  status  is  de- 
ficient and  this  information  should  have  a  per- 
vasive and  valuable  educational  benefit.  .  ." 


Surely  the  Senate  Committee  did  not  contemplate  an  educational 
benefit  such  that  if  a  declined  applicant  had,  for  instance,  been  turned 
down  for  credit  in  part  because  of  her  time  at  present  address  or  time  with 
employer,  she  might  learn  that,  at  least  for  the  medium-term  future,  the 
longer  she  retained  her  residence  and  job,  the  less  creditworthy  she  would 
become,  and  that  if  she  wanted  to  improve  her  chances  of  being  granted  credit 
she  should  move  her  residence  and  quit  her  job'. 

Credit  scoring  advocates  have  argued  vigorously  that  no  one  character- 
istic determines  credit  denial,  and  that  to  disclose  reasons  for  adverse 
action  other  than  an  applicant  having  too  low  a  score  is  inappropriate  and 
misleading.    Clearly,  however,  the  very  existence  of  a  scoring  table 
ensures  that  an  applicant  scores  better  on  some  characteristics  than  others, 
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and  it  is  a  relatively  simple  matter  to  calculate  on  which  characteristics 
he  was  most  penalized.17  As  a  result  of  the  Congress  sticking  to  its  guns 
on  this  issue,  rather  than  submit  to  industry  pressure,  consumers  are 
starting  to  learn  the  real  bases  for  credit  denial  and  the  Federal  Trade 
Commission  is  receiving  an  increasing  number  of  complaints.   There  is, 
however,  some  concern  that  the  Federal  Reserve  3oard  will  accept  a  sloppy 
method  for  determining  reasons  for  adverse  action   that  would  permit  a 

creditor  to  offer  "acceptable"  reasons  for  credit  denial  when  the  real 
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reasons  were  such  "unacceptable"  items  as  occupation  and  zip  code. 

PR03LEMS  IN  THE  DEVELOPMENT  CF  CREDIT  SCORING  SYSTEMS 

At  the  1975  Senate  Hearings  creditor  representatives  argued  persuasively 
for  the  endorsement  of  credit  scoring  systems,  so  persuasively  in  fact 
that  the  Committee  reported  that: 


"...  though  some  members  of  the  Committee  were 
concerned  that  these  scoring  systems  were  inher- 
ently discriminatory  in  that  they  saddled  each 
applicant  with  the  statistical  characteristics 
of  similar  prior  applicants.  .  ."  (emphasis  added) 


Nevertheless , 


"...  A  majority  of  the  Committee  believes  that, 
on  balance,  a  carefully  constructed  scoring  system 
is,  in  fact,  more  fair  and  less  discriminatory 
than  a  system  which  relies  in  large  part  on  the 
subjective  impressions  and  judgements  of  individual 
credit  grantors  or  their  employees.  .  ."  (emphasis 
added) 
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It  is  quite  clear  that  in  the  context  of  being  presented  with  consid- 
erable evidence  that  individual  credit  grantors  were  arbitrarily  discrim- 
inating against  applicants: 


"...  the  hearing  record  is  replete  with  examples 
of  refusals  to  extend  or  to  continue  credit 
arrangements  for  applicants  falling  within  one 
or  more  of  the  categories  addressed  by  this 
bill,  ..." 


many  Senators  become  enamoured  with  the  concept  of  objective,  empirically 
derived,  credit  scoring  systems. 

Credit  scoring  advocates  positioned  their  systems  as  objective,  in 
contrast  to  alternative  judgmental  systems.   Essentially  the  argument  ran 
that  in  a  judgmental  system  an  individual  credit  manager  could  make  a 
capricious  and  arbitrary  decision  on  an  applicant.   Such  behavior  was 
impossible  in  an  objective  credit  scoring  system,  since  the  points  were 
developed  solely  on  the  basis  of  past  experience  in  a  manner  which  was,  to 
a  very  large  degree,  "untouched  by  human  hand." 

However,  what  credit  scoring  advocates  omitted  to  make  clear  was  that 
not  only  was  the  decision-making  methodology  different,  judgmental  versus 
computer,  but  the  information  upon  which  the  decisions  were  made  was  also 
different.   To  a  large  extent  judgmental  systems  employed  credit  history 
information,  whereas  the  underlying  rationale  for  the  adoption  of  credit 

scoring  by  a  creditor  was  that  he  would  save  money  by  not  having  to  buy 
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credit  reports.    In  Table  6  is  shown  a  diagramatic  representation  of  the 

shift  from  judgmental  systems,  based  to  a  large  extent  on  credit  history 
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information,  Co  credit  scoring  systems  which  are  designed  to  avoid  its  use. 
It  is  important  to  note  that  the  adoption  of  credit  scoring  implies  change 
on  two  dimensions,  decision  methodology  and  information  type;  not  just  the 
one,  decision  methodology,  that  credit  scoring  advocates  emphasized  in  their 
public  statements.   There  is  no  logical  reason  why  a  shift  in  methodology 
necessitated  a  shift  in  type  of  information  on  which  decisions  are  based. 

Notwithstanding  the  matter  of  type  of  information  employed,  the  critical 
claims  made  for  credit  scoring  systems  are  that  they  are  "empirically 
derived  and  statistically  sound."   I  should  now  like  to  examine  those 
claims . 

1.  I  would  argue  that  credit  scoring  systems  are  inherently  biased 
and  cannot  therefore  be  statistically  sound.   The  basis  for  this  assertion 
is  that  the  correct  way  to  develop  a  credit  scoring  system  is  to  sample 
randomly  the  applicant  population.   Creditors  do  not  sample  in  this  manner, 
however,  but  rather  sample  only  those  applicants  who  were  previously  awarded 
credit.   Since  a  considerable  percentage  of  any  creditor's  applicant  pool 
was  denied  credit,  any  system  based  on  a  population  of  accepted  applicants 
where  there  is  a  corresponding  population  of  denied  applicants  must  be 
biased.20'  21 

2.  Many  extant  credit  scoring  systems  were  initially  developed  prior 
to  the  enactment  of  E.C.O.A.   To  the  extent  that  prior  to  E.C.O.A.  credit 
decisions  were  made,  to  some  extent,  on  bases  which  are  now  illegal,  the 
biased  samples  used  to  develop  the  credit  scoring  systems  are  tainted  by 
illegal  discrimination.   Creditors  do  revalidate  their  systems,  but  no  matter 
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how  often  such  systems  are  revalidated,  if  the  original  sample  bases  were 
constructed  in  what  is  now  an  illegal  manner,  they  remain  tainted  by  illegal 
discrimination. 

3.   The  point  values  developed  in  a  credit  scoring  system  are  not 
necessarily  empirically  derived,  as  claimed.   Rather  judgement,  so  dispar- 
aged, is  built  into  the  systems  themselves.  Thus,  advocates  of  credit  scoring 
have  argued  that  it  is  necessary  to  employ  judgement  to  ensure  that  credit 
personnel  will  use  these  systems:^ 


".  .  .  experience  suggests  that  loan  officers 
will  destroy  the  system  by  making  unwarranted 
exceptions  or  by  assigning  more  palatable  weights 
to  selected  demographic  characteristics.  .  ." 


One  developer  of  credit  scoring  systems  addresses  this  matter  in  system 
design.   In  a  technical  booklet  is  the  following: 


".  .  .  the  next  step  is  to  define  restrictions 
which  the  population  good/bad  score  weights  must 
satisfy.   These  restrictions  are  imposed  to 
ensure  that  the  set  of  weights  will  appear  rea- 
sonable to  field  personnel.  .  ." 


For  example: 


"...  the  points  awarded  to  an  applicant  under 
25  years  of  age  be  less  than  or  equal  to  the 
points  awarded  applicants  who  are  25  to  31. 
Similar  restrictions  are  placed  on  all  other 
pairs  of  age  classifications  with  the  overall 
result  that  older  borrowers  must  receive  more 
points  than  younger  borrowers.  .  ." 
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In  a  sample  credit  scoring  system  development,  the  impact  of  these 
restrictions  is  felt  in  three  of  the  seven,  or  over  forty  percent  of  the 
demographic  characteristics  making  up  the  system.   Clearly,  credit  scoring 
systems  which  are  developed  using  methods  such  as  these  are  not  totally 
objective.   Rather,  credit  grantors'  biases  are  insulated  from  change, 
raised  to  an  institutional  level,  and  concealed  under  the  banner  of  scien- 
tific objectivity. 

4.   The  objectivity  of  credit  scoring  systems  is  also  compromised  by 
use  of  the  overriding  procedure.   Overriding  exists  where  an  applicant  who 
is  denied  credit  objects   to  the  decision,  and  on  the  basis  of  no  additional 
information  other  than  the  fact  that  the  applicant  objected,  or  by  obtaining 
credit  history  information  where  none  was  previously  obtained,  the  decision 
is  reversed  and  credit  is  awarded.   Thus,  in  a  report  on  credit  practices 
of  a  major  retailer,  is  the  following: 


".  .  .  The  only  exceptions  to  this  are...  instan- 
ces of  rejected  applicants  who  actually  telephone 
the  Company  evaluators  to  appeal  their  rejection, 
and  based  on  this  evidence  of  good  faith  are  then 
granted  an  account.  .  ." 


Not  only  is  the  empirical  purity  of  the  credit  scoring  system  compro- 
mised by  allowing  the  system  overriding  procedure,  but  implicitly  the  use 
of  the  procedure  is  a  statement  that  the  system  is  not  doing  the  job  that 
it  was  designed  to  do.   If  the  systems  were  fair  and  reasonable,  such 
'overriding"  would  not  be  necessary.   In  addition,  it  would  appear  to 
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discriminate  unfairly  against  those  persons  who  are  less  vociferous  follow- 
ing credit  denial. 

5.  When  continuously  scaled  characteristics  such  as  those  involving 
time  are  used,  serious  errors  are  introduced  by  using  a  series  of  discrete 
categories,  rather  than  the  underlying  continuous  characteristic.   Thus, 
in  the  credit  scoring  system  presented  in  Table  2,  there  are  a  series  of 
errors  for  the  characteristic,  time  at  present  address.   For  instance,  a 
person  with  a  residency  of  seven  years  and  five  months  scores  30  points 

and  one  month  later  scores  39  points,  a  "present"  of  nine  points.   Conversely, 
a  person  with  a  residency  of  five  months  scores  39  points,  and  one  month 
later,  "loses"  nine  points.  One  observer  has  noted  errors  of  over  25  per- 
cent misclassif ication  for  such  characteristics  because  of  this  "histogram" 
error. ^     To  the  extent  that  the  discrete  categories  are  developed  a  priori, 
it  is  the  arbitrary  nature  of  their  definition,  as  much  as  the  data  itself, 
which  determines  the  point  score. 

6.  A  more  serious  matter  of  a  priori  arbitrary  group  definition  occurs 
with  the  characteristic  occupation.   In  Table  2  are  shown  point  values  for 
the  23  occupation  categories  employed  in  the  system  example.   These  23 
categories  are  crude  aggregates  of  large  numbers  of  occupations  delineated 

at  a  finer  level,  by  employment  of  what  one  might  describe  as  a  rather  dubious 
trait  psychology.   The  classification  of  the  fine  level  occupations  into 
their  categories  is  shown  in  Table  7.  Since  there  is  no  empirical  basis  for 
cojoining  the  fine  level  occupations  into  the  23  occupation  categories,  the 
whole  basic  foundation  for  use  of  the  occupation  characteristic  is  totally 
arbitrary.  ■  * 
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As  a  result  of  chis  arbitrary  group  classification,  the  points  awarded 
to  any  applicant  depends  as  much  on  the  arbitrary  judgement  used  in  forming 
the  categories  as  it  does  on  the  credit  performance  of  the  fine  level  occu- 
pation.  In  other  words,  under  a  different  arbitrary  but  equally  valid 
category  scheme,  a  given  occupation  could  be  classified  entirely  differently 
and  receive  a  different  number  of  points. 

An  additional  problem  with  the  occupation  characteristic  is  the  nature 
of  the  definition  of  the  fine  level  occupations.   Thus,  one  of  the  constitu- 
ent occupations  of  the  occupation  category,  Drivers,  is  "Teamsters". 
"Teamsters"  is  of  course  not  an  occupation,  for  members  of  the  organization 
have  many  different  occupations.   Parenthetically  it  might  be  noted  that  as 
a  member  of  the  category  of  Drivers,  Teamsters  scored  the  lowest  possible 
number  of  points  in  this  system  (See  Table  2) . 

Not  only  are  the  occupation  categories  developed  in  a  totally 
arbitrary  manner,  they  are  not  a  mutually  exclusive  category  set.   Thus, 
any  one  individual  applicant  could  conceivably  be  assigned  to  one  of  a 
number  of  different  categories.   In  the  system  shown  in  Table  2,  a  sales 
manager  could  potentially  be  assigned  into  the  executive  (62  points) , 
manager  (46  points),  office  staff  (46  points),  professional  (62  points), 
or  sales  (46  points)  categories.  A  United  States  Senator  might  be  class- 
ified as  creative  (41  points) ,  executive  (62  points) ,  professional  (62 
points),  manager  (46  points),  or  all  other  (46  points)'. 

Thus  the  occupation  characteristic  is  far  from  objective  and  untouched 
by  arbitrary  human  decision  making. 
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7.  Credit  scoring  developers  may  use  a  sample  of  insufficient  size 
from  which  to  develop  their  systems.   As  a  result,  the  points  awarded  for 
any  particular  level  of  a  characteristic  may  be  based  on  very  few  items  of 
data  and  thus  be  highly  unreliable.   Such  a  problem  occured  in  the  occupa- 
tion characteristic  of  a  credit  scoring  system  used  by  a  major  oil  company  . 
Six  occupation  categories  which  scored  poorly  in  this  system  were  farm 
foremen  and  laborers,  enlisted  personnel,  clergymen,  entertainers,  farmers 
and  ranchers,  and  government  and  public  officials.   The  sample  sizes  for 
these  categories  were,  respectively,  three,  twenty  three,  four,  four, 
three  and  three!   Since  the  samples  were  so  small,  had  other  applicants 

in  these  categories  been  selected  for  analysis,  the  point  assignments  might 
have  been  quite  different. 

8.  Credit  scoring  systems  suffer  from  multi-colllnearity  of  the  pre- 
dictor characteristics.   Thus,  if  two  related  characteristics  enter  the  system, 
the  point  values  assigned  to  the  various  levels  of  the  first  characteristic 
entered  are  modified  when  the  second  characteristic  enters.   In  such  cases, 
the  point  values  assigned  to  levels  of  the  characteristics  in  the  final 

table  can  scarcely  be  the  "true"  values.'3 

9.  Finally,  creditors  using  credit  scoring  systems  are  not  particularly 
careful  in  the  manner  in  which  their  systems  are  implemented.   Thus,  in 
discussing  a  motion  for  summary  judgement  by  Ms.  Wilkie  against  Montgomery 
Ward,  one  of  the  leading  embracers  of  credit  scoring  systems,  Justice 
3ernard  Decker  stated: 
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".  .  .A  review  of  the  evidence  reveals  many 
apparent  flaws  in  the  Ward's  scoring  system.... 
while  rent  is  a  factor  in  the  scoring  system, 
the  application  form  does  not  provide  any  space 
to  list  it.  .  . 

".  .  .  the  application  form  merely  requests 
other  credit  accounts  (if  any)  and  provides 
space  for  only  two  accounts...  it  is  possible 
that  the  structure  of  the  form  deprives  her 
of  additional  points.  .  . 

"...  the  application  form  is  misleading  in 
that  it  does  not  indicate  that  answers  reveal- 
ing a  savings  account  would  be  favored.  .  . 

".  .  .this  scoring  system  (is)  carelessly 
implemented  through  ill-worded  application 
forms.  .  ." 


The  analysis  in  this  section  calls  into  serious  question  the  claim 
that  computer  based  credit  scoring  systems  are  typically  "empirically 


derived  and  statistically  sound. 


.26 
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DISCRIMINATION  ON  THE  3ASIS  OF  PLACE  OF  RESIDENCE 

To  the  best  of  my  knowledge,  place  of  residence  enters  into  credit  scoring 
systems  in  three  distinct  ways.   In  two  of  these  ways  discrimination  occurs 
when  the  geographic  factor  is  a  predictor  characteristic.   Either  relatively 
narrow  geographic  areas  such  as  zip  code  form  the  characteristic,  or  the 
geographic  area  is  drawn  more  broadly  to  encompass  States,  groups  of  States 
or  other  regional  groups.   Finally,  geographic  discrimination  can  occur 
when  the  final  scoring  table  undergoes  an  after-the-fact  modification. 

In  both  the  use  of  zip  code  and  broad  geographic  area,  there  are  severe 
problems  of  statistical  soundness.  However,  in  the  case  of  zip  code  there  is 
an  additional  question  of  enforcement  of  E.C.O.A.   I  shall  first  of  all  deal 
with  the  latter  question  before  addressing  the  statistical  matters. 

1.   Enforcement  of  E.C.O.A. 


Among  other  individually  based  characteristics,  the  law  now  prohibits  the 
use  of  race  and  color  as  factors  in  determining  creditworthiness.   Though  I 
am  confident  that  race  and  color  are  not  entered  into  credit  scoring  algorithms 
and  points  awarded  on  those  bases,  that  omission  does  not  ensure  that 
discrimination  of  the  basis  of  race  and  color  does  not  in  fact  take  place. 
For  example,  other  factors  used  in  credit  scoring  systems  may  be  correlated 
with,  or  act  as  surrogates  for,  variables  that  are  currently  illegal  under 
E.C.O.A.  It  is  clear  from  residence  patterns  in  the  United  States  that  an 
association  between  zip  code  and  race  does  exist.   Thus,  if  urban  center  zip 

codes,  inhabited  largely  by  racial  minorities,  were  awarded  less  points  than 

27 
other,  predominately  white  zip  codes,  racial  discrimination  would  exist.     The 
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existence  of  such  a  correlation  is  one  basis  for  the  Cherry  v.  AMOCO  law 

suit  now  pending  in  Georgia.   Further,  based  on  a  considerable  amount  of 

28 

research,  the  Federal  Trade  Commission  has  offered  the  following  opinion:" 


".  .  .  it  is  our  view  that  in  many  instances  the 
use  of  zip  code  as  a  factor  in  credit  scoring 
has  a  disparate  impact  on  blacks  and  other  minor- 
ities .  .  .  The  practice  would  also  adversely 
affect  the  ability  to  obtain  credit  of  whites 
who  live  in  predominately  black  or  mixed 
neighborhoods  ..." 


Race  and  color  discrimination  are,  of  course,  illegal  under  E.C.O.A., 
and  an  aggrieved  plaintiff  can  take  action  under  the  law.   However,  the 
contest  between  a  plaintiff  and  a  defendant  creditor  is  a  most  unequal  one. 
In  order  to  show  that  a  significant  relationship  exists  between  zip  code  and 
race,  much  data  would  have  to  be  gathered  and  complex  statistical  analyses 

performed,  requiring  resources  both  financial  and  technical  that  are  far 

29 

out  of  reach  of  the  applicant  who  is  aggrieved.    Elimination  of  zip  code  as 

a  discriminator  would,  in  a  single  stroke,  rule  out  the  possibility  of  a 

...   30,31 
substantial  amount  ot  race  and  color  discrimination. 


2.   Statistical  Problems  in  Predictor  Characteristics. 

Two  statistical  problems  are  found  when  geography  is  employed  as  a 
predictor  characteristic.   Sample  size  problems  are  most  likely  found  when 
zip  code  is  used,  while  aggregation  problems  may  be  present  in  both  zip  code 
and  broad  geographic  area  discrimination. 
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A.  The  sample  size  per  zip  code  may  be  so  small  that  the  assigned  point 
values  are  based  on  very  few  data  points  per  zip  code.    Take  for  example 

a  creditor  who  develops  a  system  on  the  basis  of  5000  applicants  drawn  from 

33 
say,  400  zip  codes.  "   On  average,  each  zip  code  would  have  12  applicants, 

but  inevitably  there  would  be  a  distribution  of  applicants  across  zip  codes 

such  that  some  had  more  than  12  and  others  had  fewer  than  12.   Indeed,  some 

of  the  zip  codes  would  be  represented  by  very  few  applicants.   Persons  living 

in  those  zip  codes  are  thus  relegated  to  point  values  based  on  a  minute 

amount  of  data.   Furthermore,  these  point  values  would  be  highly  unreliable; 

in  other  words,  if  a  different  sample  of  applicants  were  drawn  from  zip 

codes  with  few  applicants  per  zip  code,  very  different  point  values  would  be 

awarded.   Clearly,  such  small  samples  would  violate  existing  E.C.O.A. 

requirements  of  statistical  soundness. 

B.  One  of  the  ways  out  of  the  problem  of  small  sample  sizes  per  zip  code 
is  to  combine  zip  codes  before  the  credit  scoring  analysis  so  that  the  sample 
size  per  zip  code  is  adequate  to  ensure  a  satisfactory  level  of  statistical 
reliability.  The  problem  with  this  approach  is  to  decide  which  zip  codes 
should  be  combined  with  which.   If  zip  code  is  the  right  unit  of  analysis,  and 
I  am  not  suggesting  for  one  moment  that  it  is,  any  combination  of  zip  codes 

to  achieve  an  acceptable  sample  size  must  be  arbitrary,  and  the  point  values 
awarded  to  applicants  in  those  combined  zip  codes  are  to  a  large  extent  a 
function  of  the  manner  of  combination.   The  argument  is  similar  to  that  made 
above  for  the  case  of  occupation.   Thus,  suppose  that  as  shown  in  Table  8, 
hypothetical  zip  code  99998  has  a  sample  size  of  14,  and  a  decision  must  be 
made  to  combine  it  with  either  zip  code  99999  or  99997.   If  it  is  combined 


» 


48-722  0-79-9 
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with  zip  code  99999  it  will  achieve  a  lower  point  score  than  if  combined  with 
zip  code  99997.  The  fate  of  applicants  in  zip  code  99998  has  less  to  do  with 
the  actual  payment  performance  of  persons  in  that  zip  code  (the  real  good/bad 

percentage)  than  it  does  with  the  arbitrary  decision  as  to  whether  it  should 

34 
be  combined  with  zip  code  99999  or  zip  code  99997. 

The  issue  of  aggregation  is  a  key  problem  in  area  wide  discrimination. 
Creditors  whose  operations  cover  a  large  part  of  the  United  States  nay  elect 
to  develop  a  single  system  in  which  one  of  the  characteristics  is  geographic 
area  of  the  country.   Thus,  rather  than  employ  a  small  unit  such  as  zip  code 
as  the  item  of  analysis,  a  large  unit  such  as  a  State  or  group  of  States  is 
employed.   As  a  result  of  the  credit  scoring  analysis,  credit  applicants  in 
say  Texas,  Utah,  Massachusetts,  Michigan,  Colorado  and  Wisconsin  may  receive 
lower  points  than  applicants  in  say  Georgia,  New  Hampshire,  California,  New 
York  and  Oregon,  simply  on  the  basis  of  the  state  in  which  they  live. 
Furthermore,  while  in  one  creditor's  system  a  specific  State  may  be  relatively 
favored  in  the  point  value  assignments  compared  with  the  other  states,  in  a 
different  system  it  may  be  disfavored. 

Rather  than  perform  the  analysis  on  the  basis  of  50  States,  the  creditor 
may,  because  of  insufficient  data  on  some  States  or  to  make  the  analysis  more 
manageable,  decide  to  aggregate  certain  States  into  broader  regional  groupings. 
As  with  the  issue  of  low  data  point  zip  codes  indicated  earlier,  how  should 
the  States  be  aggregated?   If  the  State  is  the  right  unit  of  analysis,  any 
combination  of  States  must  be  arbitrary  and  the  point  values  awarded  to 
applicants  in  those  combined  State  groups  are  to  a  large  extent  a  function  of 
the  manner  of  combination.    In  Table  9  is  presented  an  identical  example 
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to  that  in  Table  8,  but  here  zip  code  is  replaced  by  State.   It  can  be  seen 
that  applicants  in  State  B  are  better  off  if  State  B  is  aggregated  with 
State  C  than  if  it  is  aggregated  with  State  A.   Thus,  the  arbitrary  decision 
of  which  State  to  combine  with  which  to  a  large  extent  determines  the  point 
values  awarded  to  that  State,  rather  than  the  point  values  being  based  on 
the  actual  performance  of  persons  residing  in  that  State. 

3.   After-the-Fact  Modification 

Geographic  discrimination  also  occurs  when  modifications  to  the  scoring 
table  are  made  after-the-fact.   These  modifications  occur  in  two  different 
ways,  but  each  achieves  essentially  the  same  result.   Either  the  empirically 
developed  scoring  table  is  modified  by  changing  the  point  values  assigned  to 
certain  geographic  areas,  or  different  target  cut-off  values  are  set  for 
different  geographic  areas.  The  effect  is  to  make  it  easier  or  more  difficult 
for  persons  in  certain  areas  to  gain  credit.   Mow  creditors  may  argue  that  they 
use  this  system  to  take  account  of  demonstrable  geographic  differences  which 
exist  and  that  an  ability  to  modify  the  geographic  score  in  fact  benefits 
persons  in  those  geographic  areas  which  somehow  the  credit  scoring  system  has 
not  treated  fairly.  This  argument  should  not  be  taken  seriously.   The  act  of 
modifying  the  credit  scoring  system  after-the-fact  raises  severe  doubts  as  to 
the  extent  to  which  the  system  is  doing  the  job  it  is  supposed  to  do.   Further, 
it  is  statistically  inappropriate  to  redefine  the  unit  of  analysis  from  one 
geographic  area  to  a  sub-set  of  that  geographic  area  part  way  through  the 
analysis.  Finally,  and  perhaps  most  importantly,  after-the-fact  modification  is 
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a  huge  loophole  in  any  anti-discriminatory  legislation.  What  would  stop 
a  creditor,  after-the-fact,  from  deciding  to  subtract  a  number  of  points 
from,  orset  a  higher  cut-off  value  for,  a  set  of  inner  city  zip  codes. 

Thus,  the  argument  that  geographic  characteristics  can  be  utilized 
in  making  credit  decisions  in  a  completely  objective  manner,  untainted  by 
subjective  human  decision  making,  is  seen  to  be  fallacious,  just  as  was 
argued  in  the  case  of  occupation.   In  this  case,  however,  useage  of  such 
characteristics,  with  a  claim  to  objectivity,  is  even  more  ominous  due  to 
the  strong  empirical  association  between  various  geographic  categories  and 
race  . 


127 


FAIRNESS  IN  CREDIT  SCORING  SYSTEMS  IN  GENERAL 
AND  USE  OF  GEOGRAPHY  IN  PARTICULAR 

The  issues  discussed  thus  far  raise  serious  questions  as  to  whether 
credit  scoring  systems  really  function  in  the  completely  unbiased  and 
objective  manner  that  their  advocates  would  have  us  believe.   The  thrust 
of  my  argument  against  credit  scoring  systems,  however,  does  not  have 
to  do  with  these  technical  and  methodological  problems  which  become 
evident  when  the  systems  are  examined  closely,  as  I  have  illustrated 
above.   Rather,  the  essence  of  the  argument  that  I  should  like  to  make 
before  this  Committee  is  that  the  use  of  credit  scoring  systems,  despite 
whatever  technical  improvements  may  be  made  in  them,  raises  some  very  funda- 
mental issues  of  fairness  to,  and  avoidance  of  arbitrary  treatment  of,  the 
individual.   These  are  fundamental  issues  that  our  society  cannot  afford 
to  ignore. 

1.   Congress  has  already  mandated  that  sex,  national  origin,  color, 
race,  religion,  marital  status  and  source  of  income  are  inappropriate 
factors  on  which  to  base  credit  decisions.    Their  reasoning  was  based 
on  the  fact  that  items  of  race,  color,  national  origin,  and  sex  were,  are 
and  always  will  be  totally  outside  the  control  of  the  individual  and  they 
are  therefore  immutable.   The  items  of  religion  and  marital  status  are 
different  since  they  represent  free  choice  for  the  individual,  but  since 
they  are  central  to  the  core  of  an  individual's  life,  to  discriminate  on 
the  basis  of  such  a  fundamental  and  individual  choice  has  been  declared 
illegal.   Thus  all  of  these  illegal  characteristics  have  as  a  common 
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basis  immutability  to  change.   It  would  not  be  reasonable  to  assign 
different  point  values  for  different  levels  of  these  characteristics 
since  either  they  are  totally  outside  the  individual's  control,  so 
that  individuals  could  not  improve  their  point  scores  by  making  a  change 
(sex,  national  origin,  color,  race),  or  it  would  not  be  reasonable 
nor  fair  to  expect  them  to  change  (religion,  marital  status) ,  in  order 
to  improve  their  point  score. 

Using  this  framework,  it  is  instructive  to  examine  some  of  the 
characteristics  used  in  credit  scoring  systems;  for  instance,  number  of 
dependents,  age,  occupation  and  place  of  residence.  How,  for  example, 
is  place  of  residence  related  to  the  presently  illegal  characteristics? 
I  suggest  that  place  of  residence  represents  a  fundamental  choice  for 
the  individual  and  is  central  to  his  or  her  life .  Many  individuals  may 
not  be  able  to  change  their  residence.  But  even  if  individuals  could 
change  their  place  of  residence,  just  as  they  could  change  their  religion 
or  marital  status,  is  it  reasonable  or  fair  to  expect  them  to  do  so  in 
order  that  they  may  better  qualify  for  credit?-^8 

2.   But  is  there  not  a  more  fundamental  question  as  to  whether 
characteristics  such  as  religion,  marital  status  and  place  of  residence 
ought  to  enter  into  credit  decision  making  in  the  first  place?   Mow  it 
may  be  true  and  I  would  not  dispute  it,  that  oftentimes  there  is  a 
statistical  relationship  between  place  of  residence  and  credit  payment 
performance.   I  suspect  that  there  may  also  be  a  statistical  relationship 
between  sex,  marital  status,  race,  national  origin,  and  credit  payment 
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performance. 39  3y  making  these  factors  Illegal,  however,  Congress  has 
already  declared  that  statistical  predictiveness  should  not  be  the  sole 
criterion  for  inclusion  of  a  characteristic  in  a  credit  scoring  system. 

Developers  of  credit  scoring  systems,  however,  have  argued  vigorously 

that:40 


"...  All  legally  permissible  available  infor- 
mation must  be  used  in  the  development  of  the 
scoring  system.  .  ."  (emphasis  added) 


A  major  national  retailer  has  already  demonstrated  the  predictive 
ability  of  the  characteristic,  first  letter  of  a  person's  last  name. 
Other  characteristics  which  credit  scoring  advocates  should  perhaps 
investigate  if  they  really  want  to  do  a  good  job  of  statistical  predic- 
tion are  color  of  hair,  left  or  right  handedness,  wear  eyeglasses,  height, 
weight,  first  digit  of  social  security  number,  early  morning  drink  (tea, 
coffee,  etc.)!   Can  anyone  seriously  suggest  that  the  use  of  such  char- 
acteristics as  a  means  of  determining  individual  creditworthiness  is 
fair  to  the  individual  applicant? 

The  distinction  that  I  am  making  here  is  between  characteristics 
tnat  may  show  some  statistical  relationship  to  credit  performance  and 
those  that  have  a  genuine  explanatory  relationship  to  this  performance. 
An  explanatory  characteristic  is  one  that  bears  a  clear  causal  relation- 
ship to  the  behavior  being  predicted.   Prime  examples  in  the  case  of 
credit  performance  are  the  income/debt  ratio  or  past  credit  history. 
No  one  would  pretend,  however,  that  characteristics  such  as  first  letter 
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of  last  name  or  zip  code  bear  such  an  explanatory  relationship  to 
credit  performance.   These  characteristics  are  at  most  statistical 
predictors  that  acquire  their  statistical  predictiveness  by  means  of 
a  complex  chain  of  intervening  variables  in  which  are  buried  the  true 
causal  predictors  . 

'.vhen  predictive  decisions  regarding  individuals  need  to  be  made, 
it  has  been  the  tradition  in  American  society  to  base  these  decisions 
on  variables  that  bear  an  explanatory,  rather  than  a  statistical,  rela- 
tion to  the  behavior  being  predicted.   In  particular,  the  most  crucial 
indicator  of  anticipated  performance  has  been  actual  historic  perfor- 
mance in  a  similar  or  related  area.   How  many  representatives  of  the 
credit  industry  in  this  Hearing  room  today  were  promoted  to  their  current 
positions  because  of  their  zip  code,  or  the  age  of  their  automobiles? 
I  suggest  that  they  were  promoted  on  the  basis  of  their  individual  work 
history  performance,  as  the  most  salient  predictor  of  how  well  they  would 
perform  in  their  current  jobs. 

Of  those  who  went  to  college,  how  many  were  selected  by  the  college 
of  their  choice  on  the  basis  of  their  zip  code,  their  father's  occupation, 
the  number  of  siblings,  or  whether  or  not  the  family  owned  or  rented 
their  home;  rather,  how  many  were  selected  because  their  individual  per- 
formance in  high  school  and  on  aptitude  tests  was  worthy  of  the  educational 
institution?    T.Jhy  should  the  concern  for  individual  performance  be  any 
different  in  the  credit  area? 

Nor  am  I  the  first  person  to  raise  these  issues.   The  point  has  been 
made  most  succinctly  and  forcefully  by  the  former  Chairman  of  this 
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Subcommittee ,  Senator  Riegle.   He  states  :^2 


"...  Needless  to  say,  the  location  of  a  given 
consumer's  residence  has  no  more  bearing  on  his 
or  her  creditworthiness  than  the  color  of  his  or 
her  hair.  While  the  credit  industry  might  con- 
ceivably be  able  to  provide  'empirical  evidence' 
that  blonds  are  greater  credit  risks  than  brunettes, 
one  must  question  the  value  to  our  society  of 
making  decisions  on  bases  such  as  these.  .  . 

".  .  .If  the  retailers  and  lending  institutions 
of  our  nation  continue  to  make  credit  decisions 
on  arbitrary  bases  like  this,  I  believe  the  Congress 
must  step  in  and  make  common  sense  prevail.  .  ." 


At  Hearings  prior  to  the  passage  of  the  Ammendments  to  E.C.O.A., 
Arthur  Flemming,  Chairman  of  the  Commission  on  Civil  Rights,  in  discussing 
practices  in  the  lending  area  which  he  found  arbitrary,  irrational  and 
not  reasonably  related  to  a  legitimate  purpose,  pointed  out:'*-' 


".  .  .  There  has  been  considerable  discussion  on 
the  part  of  the  representative  of  the  Federal 
Reserve  Board  with  the  Subcommittee,  and  I  know 
that  he  said  that  credit  scoring  can  be  defended 
from  a  statistical  and  economical  point  of  view. 
It  seems  to  me,  however,  that  it  is  clear  that 
where  it  [a  credit  scoring  system]  is  used  an 
individual  will  not  be  dealt  with  in  an  equitable 
manner  .  .  .  on  the  basis  of  the  merits  of  that 
particular  case.  .  ."  (emphasis  added) 


Flemming  also  suggested  general  principles  which  the  Commission  felt 
were  fundamental  to  the  elimination  of  discrimination  in  lending: 
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"...  The  criteria  used  by  lenders  Co  determine 
credit  eligibility  .  .  .  must  directly  pertain 
to  the  financial  ability/responsibility  of  the 
individual  applicant  .  .  .  lenders  should  assess 
all  credit  applications  on  an  individual  basis 
and  should  not  employ  actuarial  or  statistical 
findings  in  their  assessment  of  an  applicant's 
credit  eligibility.  .  ."  (emphasis  added) 


Can  anyone  seriously  suggest  that  a  credit  applicant's  place  of 
residence  directly  pertains  to  his  "financial  ability/responsibility"? 

In  the  1975  Hearings  before  this  Subcommittee  Senator  Biden  observed: 


".  .  .1  can  see  how  that  [a  past  poor  credit 
record]  should  be  a  consideration  because  that 
was  something  of  my  own  making,  if  I  were  the 
one  who  had  the  past  poor  credit  rating. 

But  when  I  happen  to  live  in  a  geographic 
section  of  the  country  where  being  between  the 
ages  of  IS  to  24  is  a  negative  factor,  that  is 
something  I  don't  have  any  control  over.   I 
didn't  have  anything  to  do  with  that  and  at 
least  in  that  one  category  I  start  off,  not 
neutral,  but  I  start  off  with  a  negative  input 
to  the  entire  picture  that  you  in  fact  are 
going  to  point  about  my  credit  rating. 

I  am  not  sure  that  you  should  be  able  to 
use  any  statistical  data  which  in  fact  does 
not  relate  specifically  to  that  person  .  .  . 
namely  statistical  data  as  to  how  often  he 
paid. 

You  can  calculate  as  many  statistics  as 
you  want  about  him.  He  had  47  accounts.  He 
was  delinquent  so  many  times.   That  is  one  thing. 

But  when  you  make  him  part  of  a  category 
which  is  totally  beyond  his  control,  where  he 
has  no  way  of  affecting  what  happens  with  that 
category,  and  you  in  fact  then  impose  on  him 
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certain  limitations  because  he  falls  within  that 
category,  it  seems  to  me  to  be  a  pretty  insen- 
sitive thing  to  do  .  .  .  which  is  done,  and  maybe 
has  to  be  done,  but  certainly  does  not  move  us 
towards  a  Society  which  recognizes  the  importance 
of  the  individual  as  opposed  to  statistical 
categories. " 


Concern  that  applicants  for  credit  be  treated  fairly  was  voiced 
by  two  other  Senators  prior  to  passage  of  the  E.C.O.A.  Ammendments . 
Thus  in  an  addendum  to  the  Report  of  the  Senate  Committee,  Senator  Helms 
stated  unequivocally: 


".  .  .1  find  abhorrent  any  discrimination  in 
the  granting  of  credit  not  related  to  the  appli- 
cant's willingness  and  ability  to  pay.  .  ." 

and  on  the  Senate  floor,  Senator  Garn  held  that: 

".  .  .  although  credit  is  not  a  right,  discrim- 
ination on  the  basis  of  a  person's  membership  in 
a  group  is  inimical  to  fundamental  principles  of 
fair  play.  .  ." 


Concern  for  real  creditworthiness  was  also  expressed  in  the  House 
of  Representatives.   Thus,  in  the  debate  on  the  Ammendments  to  E.C.O.A. 
Representative  Matsunga  said: 


"...  Each  American  is  entitled  to  access  to 
credit  based  on  creditworthiness.   A  creditor 
should  ask  about  a  person's  income,  or  assets, 
or  past  credit  record,  not  about  how  old  the 
person  is,  or  where  he  was  born,  or  where  he 
goes  to  church.  .  ." 
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and  again,  Representative  Wylie  observed: 


".  .  .  Credit  ought  to  be  equally  available  to 
every  worthy  borrower  in  our  system  and  ought 
to  be  based  on  creditworthiness  alone.  .  ." 
(emphasis  added) 


It  seems  to  me  that  although  they  may  be  statistically  predictive 
of  creditworthiness,  the  use  of  many  of  the  characteristics  employed 

in  credit  scoring  systems,  in  particular  place  of  residence,  is  inherently 

-  .   44 
unraxr . 

3.   Many  observers  of  the  credit  granting  scene  have  been  highly 
concerned  with  the  impact  of  redlining  on  urban  centers.   Most  of  this 
concern  has  been  focussed  on  the  unavailability  of  mortgage  credit,  but 
to  make  negative  decisions  on  credit  card  applications  in  part  because 
of  a  central  city  zip  code  is  no  more  acceptable. 

This  concern  was  well  put  by  a  counsel  member  at  a  meeting  of  the 
3oard  of  Governors  of  the  Federal  Reserve  System  and  its  Consumer  Advisory 
Counsel.   She  stated :  3 


"...  There  is  no  way  for  our  urban  areas  to 
survive  if  redlining  exists  in  any  of  its  forms 
.  .  .  there  are  many  working-class  people  who 
take  pride  in  their  credit  records:   They  don't 
have  fancy  jobs,  but  they  do  believe  in  paying 
their  bills.   Such  people  should  not  be  denied 
credit  just  because  they  have  a  certain  zip 
code.  .  ." 
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4.   In  addition  co  running  counter  to  the  underlying  logic  of 
E.C.O.A.,  it  is  also  possible  that  use  of  a  criterion  as  arbitrary  as 
place  of  residence  to  make  credit  decisions  arguably  violates  the  con- 
stitutional guarantees  of  the  Equal  Protection  and  Due  Process  clauses 
of  the  5th  and  14th  Ammendments  of  the  United  States  Constitution. 

The  Equal  Protection  clause,  which  is  concerned  to  root  out  any 
action  which  is  tainted  by  a  "prejudice  against  discrete  and  insular 
minorities,"  addresses  the  question  of  decision  making  on  individuals 
on  the  basis  of  characteristics  which  are  both  "irrelevant  and  unchange- 
able." Do  not  many  of  the  characteristics  used  in  credit  scoring,  place 
of  residence  in  particular,  fall  into  the  category  of  unchangeability, 
and  are  they  not  irrelevant  to  the  credit  judgement? 

The  Due  Process  clause  affords  the  individual  the  right  to  due 
process  in  matters  of  life,  liberty  and  property.   Supreme  Court  judge- 
ments in  a  number  of  diverse  areas,  among  them  the  voting  rights  of 
servicemen,  the  rights  of  pregnant  women  to  work  and  the  rights  of 
unwed  fathers  to  raise  children,  have  declared  that,  despite  the  liklihood 
that  servicemen  will  not  feel  attachment  for  the  community  in  which  they 
are  stationed,  nor  pregnant  women  to  be  able  to  work  beyond  several 
months  of  pregnancy,  nor  unwed  fathers  be  satisfactory  parents,  never- 
theless, individual  cases  must  be  decided  on  their  own  merits. 

How  much  of  a  leap  is  it  to  add:   despite  the  liklihood  that  persons 
having  a  certain  number  of  dependents,  or  a  certain  age,  or  a  certain 
occupation  or  a  certain  place  of  residence  may  not  repay  credit  extended 
to  them,  nevertheless,  individual  cases  must  be  decided  on  their  own  merit*? 
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Creditors  nay  argue  Chat  if  place  of  residence  is  disallowed  as  a 
factor  on  which  to  base  credit  decisions,  they  may  be  less  able  to 
discriminate  between  "goods"  and  "bads,"  which  may  in  turn  lead  them 
to  'reater  credit  losses,  or  to  increased  costs  due  to  the  necessity 
of  purchasing  credit  history  data.  All  of  this  may  be  true,  though  I 

am  not  convinced  that  it  need  be  true.   In  any  event,  Supreme  Court 

46 
opinions  nave  noted  that: 


"...  the  Constitution  recognizes  higher  values 
than  speed  and  efficiency  when,  'the  intent  at 
stake'  is  of  great  importance  to  the  individual, 
'any  fair  balancing'  of  that  interest  as  opposed 
to  what  may  be  nothing  more  than  a  hypothetical 
justification,  requires  rejection  of  the  argument 
of  administrative  convenience.  .  ." 


5.   In  making  credit  decisions  on  the  basis  of  characteristics 
unrelated,  except  in  a  statistical  sense,  to  credit  repayment,  creditors 
may  deny  for  credit  applicants  with  excellent  credit  repayment  history. 
Creditors  would  not  know  about  this  credit  history,  however,  because  it 
is  never  checked.   That  such  unfair  denial  of  credit  occurs  has  been 
confirmed  in  a  study  by  Professor  Chandler. "•' 

Professor  Chandler  refers  to  applicants  who  would  have  been  accepted 
on  the  basis  of  their  individual  credit  histories,  yet  were  denied  because 
of  other  unrelated,  characteristics  as  "incorrectly  handled."  Applicants 
who  are  "incorrectly  handled"  therefore  should  have  been  awarded  credit, 

yet  were  denied  credit  on  the  basis  of  characteristics  which  had  merely 

48 
a  statistical  relationship  to  payment  performance. 
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6.  One  characteristic  that  individuals  value  is  their  good  name  or 
reputation,  and  Supreme  Court  judgements  have  laid  down  the  principle 

that  individuals  have  property  rights  in  their  reputation.  An  individual's 
credit  history  can  be  viewed  as  an  element  of  his  reputation  and  property 
in  its  own  right.  However,  to  the  extent  that  an  individual  is  "Incorrectly 
handled ,"  denied  credit  when  he  should  have  been  granted  credit,  his 
total  reputation  has  been  unjustly  injured.   Further,  he  is  placed  in 
the  double  bind  of  having  been  unable  to  exercise  his  own  property  rights 
in  his  good  credit  record. 

7.  Not  only  is  the  reputation  of  an  "incorrectly  handled"  applicant 
injured,  there  may  be  a  severe  psychological  impact  on  an  individual  who, 
having  maintained  a  good  credit  record,  is  suddenly  turned  down  for  credit 
on  the  basis  of  characteristics  unrelated  to  payment  performance. 

One  of  the  most  telling  examples  of  such  a  case  is  the  response  of 
an  applicant  who  was  turned  down  for  an  oil  company  credit  card,  in  part 
because  of  "credit  experience  in  [the  applicant's]  geographic  area".   A 
letter  from  the  applicant,  which  is  reproduced  in  Table  10,  is  excerpted 
below: 


"...  Don't  give  me  that  bull  about  'Your  Credit 
Experience  in  my  Geographic  area.'  You  know  what 
you  can  do  with  that'.  I   Tell  me  I  am  BLACK.   We 
can  certainly  make  it  with  what  we  have. 

I  will  continue  to  do  what  I  can.  I  will 
not  stop.  I  am  not  afraid.  .  ."  (emphasis  not 
added) 


138 


In  the  foregoing  analysis  it  has  been  argued  that  mere  statistical 
prediction  is  not  a  sufficient  criterion  on  which  to  judge  the  suitabil- 
ity of  a  credit  scoring  system.   To  the  extent  that  creditors  build  their 
systems  on  the  basis  of  'free'  statistical  predictors  while  attempting 
to  avoid,  as  far  as  they  are  able,  the  use  of  predictors  which  have  an 
explanatory  relationship  to  credit  performance,  applicants  for  credit 
are  treated  in  an  arbitrary  and  unfair  manner.   Mot  only  are  applicants, 
worthy  of  credit,  unfairly  and  arbitrarily  denied  credit,  that  denial, 
decided  without  due  process,  adversely  affects  their  external  reputation 
and  may,  in  addition,  cause  them  severe  psychological  harm.   Though  it 
may  be,  but  is  not  necessarily,  true  that  the  focus  on  mere  statistical 
prediction  is  the  most  economic  method  for  creditors,  it  seems  to  me 
that  in  order  for  creditors  to  achieve  their  'economies',  our  society  is 
paying  too  high  a  price. 
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A  MAJOR  LOOPHOLE  IN  E.C.Q.A.  LEGISLATION 
My  testimony  thus  far  has  been  focused  on  Individuals  who  apply  for 
credit.   The  applicant  is  proactive,  he  obtains  an  application  form,  fills 
it  out  and  sends  it  to  the  creditor.   However,  there  is  an  increasingly  used 
system  of  credit  granting  in  which  the  creditor,  unbeknownst  to  the  Individual, 
decides  that  the  individual  is  a  good  credit  risk  and  then  invites  him  to 
accept  credit.   If  the  individual  accepts  he  is  sent  a  credit  card.   If  he 
did  not  meet  the  criteria  he  is  rejected,  but  he  never  knows  it.   This  system 
is  called  prescreening ■ 

What  the  creditor  does  is  to  define  a  set  of  criteria,  essentially  based 
on  credit  history,  which,  if  met,  would  satisfy  the  creditor  as  to  an  indivi- 
dual's creditworthiness.  The  creditor  provides  these  criteria  to  a  credit 
bureau  and  requests  that  the  credit  bureau  supply  him  with  the  names  and 
addresses  of  persons,  within  some  defined  geographic  area,  who  meet  these 
criteria.   Either  the  credit  bureau  searches  its  files  and  delivers  up  the 
names,  or,  it  requires  that  the  creditor  supply  a  list  of  names  obtained  from 
a  list  service  and  runs  those  names  together  with  the  creditor's  criteria 
against  its  credit  history  databank. 

In  this  system  no  one  applies  for  credit.  The  persons  who  were  not  selected 
as  being  worthy  to  be  offered  credit  were  not  turned  down  for  credit  since 
they  never  applied.   However,  the  Equal  Credit  Opportunity  Act  is  specifically 
worded  to  prohibit  discrimination  in  credit  transactions  against  applicants. 
Thus  the  act  specifies  that: 


ao    TO-)  r\    _  7Q  -  ID 


140 


1  ...  It  should  be  unlawful  for  any  creditor 
to  discriminate  against  any  applicant,  with  re- 
spect to  any  aspect  of  a  credit  transaction  on 
the  basis  of  race,  color,  religion,  national 
origin,   sex,   marital  status  or  age  (providing 
the  applicant  has  the  capacity  to  contract)  .  . 
(emphasis  added) 


Where,  "applicant"  is  defined  under  E.C.O.A.  as: 


"...  any  person  who  applies  for  credit  directly, 
or  an  extension  of,  renewal  or  continuation  of 
credit  or  applies  for  credit  indirectly  by  use  of 
an  existing  credit  plan  for  an  amount  exceeding 
the  previously  stated  amount  of  credit  limit  .  .  ." 
(emphasis  added) 


It  seems  clear  that  in  a  prescreening  program  there  is  no  prohibition 
against  using  those  characteristics  which  have  been  declared  illegal  for  use 
in  treating  applicants  for  credit  under  E.C.O.A. 

It  is  difficult  to  believe  that,  in  enacting  E.C.O.A.  and  the  Amendments, 
the  intention  of  Congress  was  to  bar  creditors  from  the  use  of  race,  color, 
religion,  national  origin  and  so  forth  in  the  treatment  of  applicants,  while 
at  the  same  time  allowing  creditors  to  employ  these  discriminatory  character- 
istics in  deciding  to  whom  credit  should  be  offered  in  a  prescreening  program. 

Already,  defendents  in  an  E.C.O.A.  law  suit  have  used  as  a  defense,  the 

inapplicability  of  E.C.O.A.  to  credit  prescreening  programs.   I  urge  this 

49 
Committee  to  move  quickly  to  plug  this  loophole  in  E.C.O.A. 

The  existence  of  the  loophole  is  directly  related  to  Senate  Bill,  S15, 

for,  in  developing  their  prescreening  programs,  some  creditors  not  only  use 

i 
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credit  history  characteristics  as  screening  criteria,  but  may  also  use 
place  of  residence  characteristics  such  as  zip  code.   The  creditor  simply 
advises  the  credit  bureau  that  it  does  not  want  to  receive  the  names  of 
persons  living  in  certain  zip  codes,  zip  codes  contained  within  the  geo- 
graphic boundaries  of  the  prescreening  program,  even  though  those  persons 
are  acceptable  on  the  credit  history  criteria.   This  discriminatory 
treatment  is  as  reprehensible  as  the  use  of  zip  code  as  a  characteristic 
in  credit  scoring  systems. 
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DIRECTIONS  FOR  LEGISLATIVE  ACTION  IN  CREDIT  GRANTING 
The  foregoing  analysis  leads  to  a  number  of  conclusions  in  terms  of  the 
directions  that  E.C.O.A.  legislation  might  take: 

1.  Placement  of  prohibitions  on  the  use  of  a  number  of  arbitrary 
characteristics  currently  used  as  statistical  predictors  of  creditworthiness. 
Such  characteristics  include,  but  are  not  limited  to,  place  of  residence,  the 
subject  of  this  bill,  S15. 

2.  Requirement  that  economic  and  credit  history  characteristics  be  re- 
established as  primary  discriminators  of  creditworthiness. 

3.  Broaden  the  language  of  E.C.O.A.  to  encompass  prescreening  programs 
in  addition  to  applications  for  credit. 

Creditors  are  likely  to  have  two  broad  responses  to  these  directions. 

A.   They  may  say  that  if  they  are  unable  to  use  characteristics  that 
are  statistically  predictive  of  credit  repayment  performance,  they  will  be 
unable  to  extend  credit  so  freely  and  their  bad  debt  costs  will  rise. 

My  response  is  in  two  parts.   First,  Congress  has,  in  E.C.O.A.  legislation, 
prohibited  the  use  of  a  number  of  previously  oft-used  characteristics.   It 
is  not  my  observation  that  the  extent  of  credit  granting  has  been  severely 
curtailed  as  a  result  of  creditors'  inability  to  use  these  characteristics. 

Second,  even  if  it  were  true  that  a  creditor's  bad  debt  rate  would  rise 
as  the  result  of  a  prohibition  on  the  use  of  arbitrary  statistical  predictors 
of  creditworthiness,  I,  for  one,  believe  that  those  costs  are  balanced  by  the 
gain  to  society  of  affirming  the  individual' s  right  to  be  judged,  in  the 
credit  decision,  on  the  basis  of  her  individual  performance  in  meeting  her 
financial  obligations. 
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B.   Creditors  may  say  that  a  focus  on  economic  and  credit 
history  characteristics  is  inappropriate  because  credit  bureau  records  are 
incorrect  and/or  incomplete,  that  a  substantial  percentage  of  applicants  do 
not  have  credit  histories,  that  economic  and  credit  history  characteristics 
do  not  predict  well  and  that  use  of  credit  history  would  cause  costs  to  rise. 

I  have  a  number  of  responses.   First,  the  Fair  Credit  Reporting  Act  was 
designed  in  part  to  ensure  the  adequate  performance  of  credit  bureaus.   If 
adequate  performance  is  not  currently  being  achieved,  then  the  Act  should  be 
enforced  more  vigorously,  or  it  should  be  appropriately  amended. 

Second,  that  a  substantial  portion  of  applicants  may  not  have  credit 
histories  is  not  a  good  argument  for  arbitrarily  treating  chose  who  have. 
The  important  question  is  how  to  make  decisions  on  applicants  without  credit 
histories.  One  thing  is  certain,  it  is  unfair  and  arbitrary  to  make  decisions 
on  newcomers  to  the  credit  market  on  the  basis  of  points  awarded  for  the 
arbitrary  characteristics  of  those  already  in  the  market. 

A  major  national  retailer  found  that  it  was  automatically  declining  for 
credit  all  applicants  under  30  years  of  age  who  had  no  credit  history  and  came 
to  the  following  conclusion: 


"...  Accepting  only  three  quarters  of  the 
current  applicants  for  credit  who  meet  the  two 
requirements  of  no  credit  history  and  being  under 
30  years  of  age  (39%  of  all  rejected  applicants) 
would  result  in  sales  of  at  least  $2,200,000  per 
year  even  under  the  most  conservative  of  estimates 
.  .  .  and  an  increase  in  profits  of  $500,000 
(assumes  a  doubling  of  the  bad-debt  write-off 
percentage)  ..." 
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Experience  such  as  this  suggests  that  imaginative  credit  policies,  low 
initial  credit  limits  and  tight  controls  can  be  employed  to  gain  greater 
sales  and  profits  for  creditors  and  are  a  better  answer  to  the  problem  than 
the  methods  advocated  by  credit  scorers. 

Third,  evidence  indicates  that  the  claim  that  credit  history  is  not  a 
good  predictor  of  future  credit  behavior  is  invalid.   Conversations  with  two 
credit  scoring  developers  who  have  used  credit  history  in  the  first  stage  of 
their  analyses,  Professor  Jim  Myers  (who  will  be  testifying  tomorrow)  and 
Dr.  Carlos  Carlucci  confirm  that  credit  history  characteristics  are  the  strong- 
est predictors  of  credit  performance.   Results  by  Long  and  McConnell,  and 
Chandler  and  Ewert  support  this  contention. 

Further,  the  use  by  creditors  of  credit  history  characteristics  in  the 
second  stage  of  their  credit  scoring  systems  is  confirmation  that  they  are 

important  discriminators  of  creditworthiness.   An  analysis  of  the  demonstra- 

52 
tion  system  employed  by  a  credit  scoring  developer  supports  this  position. 

In  addition,  many  creditors  rely  solely  on  credit  history  data  when  they  seek 
new  credit  customers  by  means  of  credit  screening  programs. 

Finally,  credit  scoring  advocates  sometimes  argue  that  since  income  does 
not  appear  in  their  final  scoring  tables,  it  is  not  a  good  predictor  of  credit- 
worthiness.  Such  a  conclusion  may  be  false  if  income  is  highly  correlated 
with  some  other  characteristic  such  as  zip  code,  which  enters  the  final  scoring 
table  early.   Since  the  overlapping  explained  variance  is  small,  income  would 
not  enter  the  system.   a  corollary  is  that  if  zip  code  were  both  a  powerful 

predictor  and  highly  correlated  with  income,  a  legislative  prohibition  on  use  of 

t 
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zip  code  would  noc  necessarily  result  in  a  major  reduction  in  statistical 

53 
prediction,  since  income  would  enter  the  system  in  its  place. 

It  should  be  noted  that  my  directions  for  legislative  action  do  not 
contemplate  a  return  to  judgemental  systems.  Rather,  the  thrust  of  my  testi- 
mony has  been  designed  to  illustrate  that  the  development  of  computer-based 
credit  scoring  systems  has  proceeded  with  insufficient  regard  to  the 
characteristics  on  which  these  systems  are  based.   I  would  endorse  the 
development  of  objective  systems  based  on  characteristics  which  treat  the 
individual  applicant  in  a  fair  and  just  manner. 
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CONCLUSION 

The  critical  issue  on  which  credit  scoring  advocates  and  I  disagree 
is  a  very  fundamental  one.  These  advocates  are  concerned  above  all  else 
with  statistical  predictability  and  so  long  as  the  information  which  they 
use  to  make  their  predictions  is  not  illegal,  they  will  use  any  informa- 
tion at  all  which  aids  in  the  discrimination  between  "goods"  and  "bads", 
irrespective  of  whether  it  makes  any  sense  (i.e.,  whether  the  information 
bears  any  logical,  explanatory,  relation  to  credit  worthiness). 

My  position  is  quite  different.   I  acknowledge  the  creditor's  right 
to  attempt  to  make  a  predictive  discrimination  between  the  "goods"  and 
the  "bads"  and  I  applaud  the  drive  towards  objectivity  and  consistency  in 
decision-making.  However,  I  believe  that  there  are  broader  values  to  be 
taken  into  account  than  merely  maximizing  the  creditor's  predictive  power. 

The  critical  value  is  treatment  of  the  individual  in  a  fair,  just 
manner  and  protection  of  the  individual  from  arbitrary  treatment.   The 
individual  should  be  judged  on  characteristics  that  are  intrinsically 
related  to  the  decision  under  consideration,  i.e.,  financial  characteristics 
and  measures  of  prior  credit  performance  to  the  extent  they  are  available. 
Onlv  when  this  value  is  given  paramount  importance  will  the  Equal  Credit 
Opportunity  Act  fulfill  the  hopes  it  inspired  when  it  was  originally 
enacted. 

Thank  you  for  your  attention. 
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FOOTNOTES 


1.  Noel  Capon,  "Discrimination  in  Screening  Credit  Applicants,"  Harvard 

3usiness  Review  56  (May-June,  1978),  8,  12,  172. 

2.  Noel  Capon,  "Credit  Ratings  and  Rights,"  The  Washington  Post  (Saturday 

December  17,  1977),  A19 .  

3.  Noel  Capon,  "Sorry,  No  Credit,"  The  New  York  Times,  128  (Wednesday, 

February  21,  1979),  A19. 

4.  Appendix  2  is  a  copy  of  two  responses  to  the  article  in  Harvard  Business 

Review,  together  with  my  rebuttal;  Harvard  Business  Review  56  (September- 
October  1978),  179,  180,  184,  186. 

5.  Thomas  A."  Durkin  and  Gregory  E.  Elliehausen,  1977  Consumer  Credit  Survey, 

Board  of  Governors  of  the  Federal  Reserve  System  (December  1978). 

6.  For  instance: 

.  .  .  Based  on  our  experience  in  credit 
granting,  we  can  state  with  certainty  that 
our  rejected  applicants  know  the  reason  for 
credit  denial  ..." 

Letter  to  the  Committee  from  Robert  Morris,  General  Counsel,  National 
Consumer  Finance  Association.  And  again: 

"...  many  consumers  already  know  why  such 
negative  action  has  been  taken  ..." 

Testimony  of  Robert  Myers,  Vice  President  and  General  Credit  Manager, 
Allied  Stores  on  behalf  of  the  National  Retail  Merchants  Association. 

7.  The  most  frequently  mentioned  criteria  perceived  to  be  used  by  creditors 

were  credit  factors  (47%),  including  credit  history,  assets  and  other  debt; 
income  (18%)  and  employment  factors  (17%)  which  included  security  of 
employment,  time  on  job,  and  type  of  employment.   (The  data  do  not  permit 
a  separation  of  the  employment  factors  into  items  related  to  employment 
stability  and  items  related  to  employment  per  se.)  No  other  factors  scored 
over  four  percent.  As  will  be  shown  in  this  testimony,  credit  scoring 
systems  are  designed  to  avoid  the  use  of  credit  factors,  and  many  consumers 
are  thus  denied  credit  as  a  result  of  decisions  based  on  very  different 
types  of  information. 

Interestingly,  when  asked  to  identify  items  on  a  restricted  list  which 
should  be  illegal,  consumers  selected  several  items  which  are  frequently 
used  in  credit  scoring  systems.  Factors  which  received  mention  over  ten 
percent  of  the  time  were:  having  a  checking  account  or  not  (17%),  ownership 
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of  residence  (own  or  rent)  (12%) ,  age  (40%) ,  length  of  time  at  present 

address  (11%),  size  of  family  (26%).  The  items  of  previous  credit  history, 

income  and  amount  of  monthly  payments  (including  rent  or  mortgage)  received 

mention  less  than  five  percent  of  the  time.  (Same  reference  as  Footnote  5) 

8.  More  correctly,  most  of  the  characteristics  that  I  have  identified  appear 

in  the  final  scoring  tables  of  credit  scoring  systems.   Developers  of 
credit  scoring  systems,  however,  commonly  start  the  development  process 
with  fifty  or  sixty  characteristics  (I  have  actually  seen  over  300  mentioned 
for  one  system,  William  Duffy,  "The  Credit  Scoring  Movement,"  Credit, 
(September  1977),  23-30.),  and  thus  many  other  items,  in  addition  to  those 
identified  in  Table  1,  are  employed  in  system  development.   Indeed,  system 
developers  claim  that: 

"...  all  permissible  available  information 
must  be  used  in  the  development  of  the  scoring 
system  ..."   (emphasis  added) 

(comments  to  the  Federal  Trade  Commission  in  the  matter  of  ALDENS,  File 
No.  772  3017  by  Fair,  Isaac  and  Co.,  Inc.,  April  7,  1978), 

An  interesting  exercise  is  to  secure  a  credit  application  form  and 
attempt  to  generate  fifty  different  information  items.   Hopefully,  during 
these  hearings,  industry  representatives  will  be  able  to  enlighten  the 
Committee  on  items,  additional  to  those  in  Table  1,  which  are  used  in  sys- 
tem development. 

9.  The  characteristics  which  appear  in  the  final  scoring  table  are  not  necessarily 

those  which  independently  have  the  strongest  relationship  to  credit  per- 
formance.  Because  of  the  stepwise  nature  of  the  analysis,  a  characteristic 
which  was  strongly  related  to  credit  performance  might  not  be  entered  in 
the  final  table  if  it  was  highly  correlated  with  another  characteristic 
which  had  already  been  entered. 

10.  Final  scoring  table  employed  by  a  national  retail  creditor. 

11.  Actual  point  values  and  characteristics  used  by  a  national  retail  creditor. 

12.  The  points  awarded  for  credit  history  characteristics  in  the  second  stage  of 

a  credit  scoring  system  are  not  a  true  reflection  of  their  ability  to  pre- 
dict payment  performance.   The  reason  is  that  since  the  application 
characteristics  used  in  the  first  stage  are  correlated  with  the  credit 
history  characteristics  used  in  the  second  stage,  credit  history  explains 
only  that  variance  which  is  unexplained  by  the  application  factors.   If, 
however,  all  factors  were  entered  together,  credit  history  characteristics 
would  take  on  much  greater  weight  since  their  explanatory  power  is  much 
greater  than  that  of  the  application  factors.   (See  Footnotes  51  and  52.) 

13.  Taken  from  "Comments  to  the  Federal  Trade  Commission  in  the  matter  of  Aldens , " 

File  No.  772  3017,  by  Fair,  Isaac  and  Co.,  Inc.,  April  7,  1978. 
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14.  My  agreement  that  creditors  should  be  able  to  select  their  own  cut-off 

values  should  not  be  construed  as  an  endorsement  of  credit  scoring 
systems,  but  rather  a  recognition  that  creditors  have  the  right  to 
determine  what  degree  of  risk  they  are  willing  to  accept. 

15.  In  a  letter  dated  April  27,  1979  to  Miss  Janet  Hart,  Board  of  Governors 

of  the  Federal  Reserve  System,  Mr.  Edward  M.  Lewis,  Vice-President  of 

Fair,  Isaac  and  Co.  admitted  that  such  scores  for  time-related  characteristics 

"occur (s)  with  some  frequency."  Further,  in  commenting  to  the  Federal 

Trade  Commission  in  the  matter  of  Aldens,  Fair,  Isaac  and  Company  offered 

as  a  typical  example  even  more  peculiar  scores  for  the  charactersitic, 

time-at-address : 

less  than  one  year  9  points 

one  to  two  years  0  points 

two  to  three  years  5  points 

three  to  five  years  0  points 

five  to  nine  years  5  points 

ten  years  or  over  21  points 

The  scoring  table  from  which  the  set  of  point  values  for  this  characteristic 
was  taken: 

"...  was  in  no  way  artificial  and  the 
case  cited  .  .  .  could  actually  happen.  .  ." 

16.  Thus,  Fair,  Isaac  and  Co.,  have  contended  that: 

'  .  .  .  reference  to  any  single  item,  or  to  any 
group  of  items  as  the  cause  for  rejection  is  a 
deliberate  and  unwarranted  falsehood  which  can 
do  nothing  but  mislead  the  applicant. 

"...  The  only  reason  that  can  be  given  for  ad- 
verse action  on  an  applicant  ion  for  credit  when 
a  scoring  system  is  being  used  is  that  the  appli- 
cant failed  to  achieve  an  acceptable  probability 
of  repayment.  .  ."   (Same  reference  as  Footnote  13) 

17.  To  the  best  of  my  knowledge  credit  scoring  models  are  strictly  additive. 

That  is  to  say,  so  many  points  are  given  for  occupation  and  so  many 
for  age  of  automobile  and  the  total  points  for  all  characteristics 
are  simply  added.   Although  it  would  be  possible  for  credit  scoring  devel- 
opers to  take  into  account  two  (or  more)  characterisitcs  at  the  same  time, 
by  means  of  interaction  effects,  this  is  not  typically  done. 


150 


18.  I  have  a  suspicion  Chat  the  real  reason  why  creditors  do  not  want  to 

make  known  the  bases  for  credit  denial  is  that  consumers  will  too 
soon  realize  that  many  of  them  are  ridiculous.  Thus,  even  Fair,  Isaac 
and  Co.  acknowledge  that: 

"...  it  is  hardly  unreasonable  for 
someone  to  question  the  relationship  be- 
tween the  age  of  one's  automobile  and  one's 
creditworthiness  ..." 

Further,  that  to  give  reasons  such  as: 

"...  they  [denied  credit  applicants]  have 
been  on  the  job  both  too  long  and  not  long 
enough  ..." 

"...  They  are  46  years  old  but  they  are 
still  too  young  .  .  ."  is  "  .  .  .  obviously 
nonsensical  ..."   (emphasis  not  added) 

Given  reasons  such  as  these,  which  are  the  true  reasons  for  credit 
denial  in  many  cases,  consumers  may  well  revolt.   Further,  suspecting 
that  much  of  the  information  provided  on  the  application  blank  is  never 
checked,  consumers  may  be  encouraged  to  lie  on  their  applications  so 
that  they  have  a  better  chance  of  being  awarded  credit. 

19.  Taken  from  the  pamphlet  of  a  credit  scoring  system  developer: 

"...  (credit  scoring)  REDUCES  credit  bureau 
expense  through  the  elimination  of  the  need  for 
substantial  numbers  of  credit  reports.   A  per- 
centage of  your  applicants  will  fall  into  cate- 
gories that  will  not  require  credit  bureau  reports. 
Our  experience  shows  that  25%  is  not  unreasonable 
to  expect.   3ased  on  your  volume  and  cost  per 
credit  report,  you  can  readily  see  significant 
savings  ..."   (emphasis  not  added) 

And  from  a  Fair,  Isaac  and  Co.  technical  report,  undated: 

"...  the  scoring  system  is  designed  so  that 
it  is  necessary  to  make  a  full  credit  investi- 
gation for  only  a  fraction  of  the  applicants  ..." 

20.  Avery  has  concluded  that  not  only  are  biased  estimates  obtained,  it  is  not 

possible  to  estimate  in  which  direction  the  bias  lies.   Robert  3.  Avery, 
"Credit  Scoring  Models  with  Discriminant  Analysis  and  Truncated  Samples," 
Unpublished  Paper,  1977. 
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This  particular  criticism  could  be  overcome  if  a  creditor 
developed  an  analysis  sample  by  extending  credit  to  all  applicants. 
In  my  experience,  however,  this  is  never  done. 

21.  Developers  of  credit  scoring  systems  are  aware  of  the  problem  of  using 

biased  samples.  They  have,  therefore,  developed  "augmentation"  procedures 
which  are  designed  to  infer  the  payment  habits  that  rejected  applicants 
would  have  had,  had  they  been  granted  credit.   This,  however,  they  can 
never  really  do.   Suppose,  to  take  an  extreme  example,  a  creditor  using 
judgement  had  given  credit  only  to  men  and  never  women.   In  the  augmen- 
tation procedure  the  goal  would  be  to  infer  the  payment  habits  that  the 
rejected  women  would  have  had,  had  they  been  granted  credit,  on  the 
basis  of  the  payment  behavior  of  the  men  previously  accepted.   I  do  not 
believe  that  this  task  can  be  accomplished  with  any  degree  of  validity. 
No  matter  what  statistical  manipulations  are  made  on  a  biased  sample, 
one  based  only  on  prior  accepted  applicants,  it  remains  a  biased  sample. 

This  conclusion  is  supported  by  Sernard  Shinkel  who  concludes  that 
the  augmentation  procedure  yields  biased  estimates  of  the  predictive 
ability  of  the  scoring  model,  "Alternative  Methodologies  to  Reduce 
Selection  Bias  in  Credit  Scoring,"  Paper  Presented  at  the  Financial 
Management  Association  Meetings,  Seattle,  Washington,  October  14,  1977. 

22.  Gilbert  A.  Churchill,  Jr.,  John  R.  Nevin  and  R.  Richard  Watson,  "The  Role 

of  Credit  Scoring  in  the  Loan  Decision,"  The  Credit  World  (April  1977), 
6-10. 

23.  Fair,  Isaac  and  Company,  Technical  Booklet  on  Credit  Scoring  System  Develop- 

ment, undated. 

24.  The  Sorites  Group,  "Credit  Scoring  and  the  Law,"  Unpublished  Manuscript, 

1978. 

25.  This  problem  has  also  been  noted  by  Hsia: 

"...  Note  that  the  trial  scores  assigned  to 
characteristics  retained  from  previous  steps 
may  change  under  the  influence  of  characteristics 
subsequently  added  to  the  system  ..." 

David  C  Hsia,  "Credit  Scoring  and  the  Equal  Credit  Opportunity  Act," 
The  HASTINGS  LAW  JOURNAL,  30  (November  1978),  371-448. 

An  example  of  the  problem  comes  from  Fair,  Isaac  and  Company's 
demonstration  system.   (Same  reference  as  Footnote  23)   As  shown  below, 
the  coefficients  assigned  to  the  different  levels  of  the  first  character- 
istic entered  into  the  final  table,  number  of  years  on  the  job,  vary 
markedly  with  each  successive  addition  of  characteristics. 
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Waiuuer  of 
vaars  on 
Che  job 


Coefficients  for  different 
numbers  of  entered  variables 


3elow  0.5  years /unemployed 

0.5  -  1.69  years 

1.5  -  2.49  years 

2.5  -  6.49  years 

6.5  -  10.49  years 

10.5  -  20.49  years 

More  than  20.5  years/retired 

No  information 


-.66 

-.89 

-.78 

-.70 

-.24 

-.46 

-.41 

-.34 

-.15 

-.37 

-.33 

-.26 

-.06 

-.27 

-.24 

-.18 

.21 

.00 

-.01 

.05 

.68 

.49 

.42 

.47 

1.22 

1.04 

.90 

.93 

.00 

.00 

.00 

.00 

Range 


1.88 


1.93 


1.68 


1.63 


Whereas,  in  this  example,  the  ordinal  relationship  has  been  retained,  it 
is  not  at  all  unlikely  that  for  other  characteristics,  in  other  systems, 
the  ordinal  relationships  change  from  the  first  entry  of  a  characteristic 
to  the  final  scoring  table. 

26.   I  am  not  alone  in  pointing  out  the  problems  of  credit  scoring  systems. 
Thus  the  Sorites  Group,  which  numbers  among  its  members  experts  in 
statistical  analysis  has  observed: 

.  .  .  credit  scoring  systems  can  be  notorious 
for  their  reliance  on  misleading,  irrelevant 
and  stereotyping  variables.   3y  all  indications 
if  credit  scoring  abuse  continues,  federal  and 
state  law  makers  would  unhesitatingly  take  fur- 
ther corrective  action  .  .  . 

.  .  .  Credit  scoring  vendors  never  explain 
properly  why  they  use  those  lending  character- 
istics they  end  up  using.   Such  developers 
select  several  dozen  variables  that  have 
vaguely  plausible  connections  with  credit- 
worthiness, then  'let  the  computer  decide'  .  .  . 

...  In  assigning  'points'  to  the  selected 
characteristics,  typical  credit  scoring  devel- 
opers misapply  a  very  common  statistical  pro- 
cedure .  .  . 


.  .  .  Furthermore,  seldom  is  any  serious  atten- 
tion paid  to  critical  statistical  properties  of 
the  underlying  data  once  it  has  been  collected  . 
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"...  Despite  the  claims  of  current 
credit  scoring  developers,  many  system 
purchasers  would  experience  severe  dif- 
ficulty trying  to  demonstrate  statisti- 
cal soundness  in  court  when  faced  by  a 
properly  formulated  discrimination 
suit  ..."   (Same  reference  as  Footnote  24) 

Further,  Eisenbeis  has  noted  that: 

"...  the  applied  work  [on  credit 
scoring  models]  typically  suffers  from 
statistical  deficiencies  ..." 

Robert  W.  Eisenbeis,  "Problems  in  Applying  Discriminant  Analysis  in 
Credit  Scoring  Models,"  Working  Paper  No.  18,  Credit  Research  Center, 
Krannert  Graduate  School  of  Management,  Purdue  University. 

27.  Such  possible  correlation  between  characteristics  employed  in  credit 

scoring  systems  and  illegal  characteristics  is  not  limited  to  zip  code. 
For  instance,  the  use  of  own/rent  accommodation  may  discriminate  against 
minorities  as  the  result  of  historical  illegal  discrimination  in  the 
granting  of  mortgage  loans.   The  use  of  occupation  may  discriminate 
against  women  since  they  have  historically  been  barred  from  certain 
occupations,  and  length  of  time  with  employer  may  also  discriminate 
against  women  since  they  tend  to  have  less  employment  stability  than 
men  as  a  result  of  pregnancy  and  child  rearing.   The  use  of  age  of  auto- 
mobile may  discriminate  against  handicapped  persons. 

The  use  of  such  characteristics  in  credit  scoring  systems  is  the  basis 
for  a  number  of  outstanding  lawsuits;  Cherry  versus  American  Oil  Company; 
Shuman  versus  Standard  Oil  of  California;  Desselles  versus  J.  C.  Penney; 
Stanford  versus  Montgomery  Ward  and  Rice  versus  Montgomery  Ward.   A  similar 
suit,  Hester  versus  American  Oil  Company  has  recently  been  settled  out 
of  court. 

28.  Letter  from  Lewis  H.  Goldfarb,  Assistant  Director  for  Credit  Practises, 

Bureau  of  Consumer  Protection,  Federal  Trade  Commission  to  Senator  Carl 
Levin,  March  20,  1979. 

29.  Mr.  Goldfarb  (same  reference  as  Footnote  28)  also  believed  that  there  were 

considerable  obstacles  for  an  aggrieved  plaintiff: 

.  .  .  such  obstacles  include:   compiling 
complicated  statistical  evidence  concerning 
hundreds  or  thousands  of  credit  applications; 
rebutting  a  creditor's  intention  that  the 
inclusion  of  zip  code  in  a  credit  scoring 
system  is  a  necessity  for  accurate  prediction 
of  creditworthiness,  designing  a  substitute 
credit  scoring  system  which  will  predict  credit- 
worthiness as  accurately  as  one  which  contains 
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the  zip  code  factor;  and  countless 
other  difficulties  inherent  in 
lengthy  litigation  of  statistical 
issues  ..." 

30.  Mr.  Goldfarb  (same  reference  as  Footnote  23)  offered  the  opinion  that: 

"...  the  passage  of  legislation 

could  facilitate  the  government's 

effort  to  eliminate  the  adverse  impact 

that  the  use  of  zip  code  criteria  has 

on  racial  minorities,  and  would  limit 

the  necessity  for  protracted  and 

extensive  litigation  over  this  issue  ..." 

31.  It  should  be  noted  that  there  are  obvious  parallels  between  the  subject  of 

Senate  Bill,  S15,  and  the  much  criticized  red-lining  practice  in  the 
property  mortgage  field.   However,  whereas   the  mortgage  lender  may  be 
able  to  point  to  declining  property  values  as  a  justification  for  not 
granting  mortgage  credit,  no  such  justification  exists  in  the  credit  card 
decision.   Credit  card  borrowing  is  not  secured  by  real  property  and  in 
this  sense  place  of  residence  is  irrelevant  to  the  credit  decision. 

32.  This  is  the  same  issue  that  was  noted  in  item  7  of  the  previous  section. 

33.  The  zip  code  analysis  for  the  credit  scoring  system  displayed  in  Table  2  was 

based  on  between  500  and  600  individual  zip  codes.   System  developers 
typically  recommend  sample  sizes  of  around  3000,  but  some  systems  are  built 
with  far  smaller  samples. 

34.  This  is  the  same  issue  that  was  noted  in  item  6  of  the  previous  section. 

35.  State  may  not,  of  course,  be  the  combinatorial  unit.   For  instance,  the 

broad  groupings  may  simply  be  a  reflection  of  the  creditor's  organizational 
structure  which  may  have  nothing  to  do  with  state  lines. 

36.  Although  my  remarks  have  been  positioned  against  the  use  of  geography  in 

credit  scoring  systems,  my  objections  should  be  generalized  to  include 
judgmental  systems  also. 

37.  In  the  1976  amendments  to  ECOA  a  distinction  was  made  between  judgmental 

and  empirically  derived  systems.   Age  was  prohibited  as  a  factor  in 
judgmental  systems,  but  it  could  be  used  in  empirically  derived  systems, 
so  long  as  elderly  persons  received  the  maximum  points  awarded  to  other 
age  categories. 

38.  Income  has  similar  characteristics  of  unchangeability  as  place  of  residence 

and  occupation,  yet  its  obvious  relationship  to  credit  repayment  justifies 
its  use  as  a  credit  criterion. 
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39.  That  some  of  these  factors  were  included  In  credit  scoring  systems  prior 

to  enactment  of  E.C.O.A.  is  evidence  that  this  statement  is  tr^e. 

40.  Same  reference  as  Footnote  13. 

41 '   ^taf  SJJ!£2°2  ^  Ky,Credit  SC°ring  ^o^zes   in  their  argument 
that  statistical  predictability  is  the  only  worthwhile  criterion  for  in 
elusion  in  a  discriminatory  system  can  betscertaine'bj  he  statement 
!r*H  « ;     C  fd  C°mpany  3P°kesman.  "ho,  arguing  against  the  use  of 
grades  and  aptitude  scores  as  a  basis  for  admission  to^ollegl I  stated : 

".  .  .If  indeed,  'father's  occupation'  were 
demonstrated  to  be  a  predictive  element  in  fore- 
casting which  prospective  students  will  succeed 
(relative  to  an  agreed-upon  definition  of  "success") 
then  more  power  to  its  use.  .  ." 

Editor  fl°m   °-  ^V1S  Nelson'  Fair-  ^aac  and  Company  to  David  Ewing 
Editor,  Harvard  Business  Review,  June  19,  1978.  ' 

Senator  Donald  W.  Riegle  (D-Mich.)   Letter  m  rha   r^,    ., 

July  31,  1977.  ''  Lecc"  "  the  Editor,  Washington  Post. 

"To  Amend  the  Equal  Credit  Opportunity  Act  of  1974,"  Hearings  before  the 
Subcommittee  on  Consumer  Affairs  of  the  Committee  on  Banking  Currency 
and  Housing,  House  of  Representatives,  April  22  and  23,  1975.'  Currency' 

44.   In  a  closely  related  domain,  that  of  determining  the  rates  for  auto 
insurance,  The  New  York  Times  has  editorialized: 

•  •  .  automobile  insurers  have  moved 
beyond  this  [the  broad  theory  of  "moral 
hazard"]  defensible  doctrine.   They  now 
attempt  to  predict  risk.  —  whether  or  not 
it  is  associated  with  the  customer's  con- 
due^  —  by  resorting  to  a  process  of  guilt 
or  innocence,  by  category:  married  and  un- 
married, young  and  adult,  male  and  female, 
urban  and  rural,  pleasure  driving  and 
daily  driving,  slum  driving  and  suburban 
driving  and  more.  .  ."  (emphasis  added) 

The  editorial  concluded  that: 

"...  Insurance  companies  exist  to  help  us 
spread  risk,  not  to  stigmatize  individuals 
for  the  statistical  performance  of  the  un- 
married, the  left  handed  or  the  bald.  .  ." 
(emphasis  added) 


42. 


43. 


48-722  0-79-11 
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However,  there  is  a  movement,  as  exemplified  by  recent  action  in 
Massachusetts,  to  move  away  from  demographic  characteristics  and  to 
increase  the  importance  of  performance  variables  in  rate  setting.   In 
his  1978  report  Insurance  Commissioner  Stone  noted: 

".  .  .  [the  classification  systems]  represent 
a  step  away  from  refinement  based  on  uncontrol- 
lable group  statistics  and  toward  an  emphasis 
on  individually  oriented  and  causal  variables.  .  ." 

Currently  the  matter  of  auto  insurance  rate  setting  is  under  investigation 
by  the  Citizens  and  Shareholders  Rights  Subcommittee  of  the  Senate 
Judiciary  Committee. 

45.  Minutes  of  the  Meeting  of  the  Board  of  Governors  of  the  Federal  Reserve 

System  and  its  Consumer  Advisory  Council,  Thursday,  September  15,  1977. 

46.  Taken  from  Laurence  H.  Tribe,  American  Constitutional  Law,  Foundation 

Press,  1978. 

47.  Gary  G.  Chandler  and  David  C.  Ewert,  "Cost  and  Value  of  Credit  Bureau 

Reports,"  Proceedings  of  the  Eastern  Finance  Association,  1975,  71-72. 

48.  There  is,  of  course,  an  important  issue  of  privacy  involved  in  the  use  of 

credit  history  data.   However,  as  long  as  the  data  is  used  for  a  permis- 
sible purpose,  and  appropriate  safeguards  are  made  to  ensure  both  its 
accuracy  and  the  ability  of  consumers  to  view  data  pertaining  to  their 
performance  so  that  they  can  correct  mistakes,  the  Privacy  Commission  did 
not  feel  that  the  collection  and  maintenance  of  such  data  was  an  undue 
invasion  of  privacy. 

49.  Shuman  versus  Standard  Oil  of  California. 

50.  Other  possibilities  such  as  assigned  or  grouped  risks  exist  for  fairly 

treating  applicants  without  a  prior  credit  history. 


51.   Thus: 


"...  The  first  model  containing  data  exclu- 
sively from  the  application  forms  was  construc- 
ted.  The  second  model  was  developed  by  beginning 
with  all  the  variables  in  the  first  model  and 
allowing  the  program  to  select  any  of  the  pieces 
of  information  from  the  credit  bureau  reports. 
While  both  models  can  successfully  classify  good 
and  bad  accounts,  the  second  model  is  more  accu- 
rate .   However,  the  second  model  requires  credit 
reports  which  cost  SI .25  apiece.  .  ."  (emphasis 
added) 
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"...  the  credit  bureau  reports  do 
supply  genuinely  new  information 
and  vield  substantially  different 
predictions.  .  ."   (emphasis  added) 

"...  In  general  then,  good  accounts 
tend  to  benefit  from  favorable  informa- 
tion contained  in  the  bureau  reports 
and  bad  accounts  tend  to  be  penalized 
by  unfavorable  information  ..." 

Chandler  and  Ewert,  same  reference  as  Footnote  46. 

And: 

"  .  .  .Variables  indicating  credit  payment 
records  proved  to  be  the  most  significant 
in  distinguishing  among  borrowers  .  .  . 

"...  Of  117  variables  considered  in 
developing  the  credit  scoring  system,  only 
nine  were  needed  to  obtain  maximum  predictive 
power.  These  included  .  .  .  his  largest 
previous  dollar  amount  of  credit;  .  .  . 
his  monthly  take-home  income  net  of  all 
other  contractual  obligations;  and  four  vari- 
ables that  are  related  to  credit  repayment 
experience  .  .  ." 

Michael  S.  Long  and  John  J.  McConnell,  "Credit  Scoring  System  Aids  Second 
Mortgage  Makers,"  Mortgage  Banker  (July  1977),  26-36. 

52.   In  the  first  stage  of  system  development  (same  reference  as  Footnote  23) 

application  characteristics  are  entered  into  the  final  table  in  a  sequential 
manner.   The  ranges  of  scores  for  each  characteristic  in  the  order  entered 
are  1.63,  1.20,  0.96,  0.92,  0.74,  0.41,  0.44,  an  almost  perfect  linear 
relationship  and  within  the  range  of  sampling  error  for  the  single  discon- 
tinuity.  In  the  second  stage  of  system  development,  the  first  characteristic 
to  enter  the  system  from  credit  history  is  number  of  excellent  and  satis- 
factory references,  and  it  has  a  score  range  of  1.14.   Since  the  weightings 
for  different  levels  of  the  application  characteristics  are  virtually  un- 
changed, it  seems  reasonable  to  infer  that  this  credit  history  characteristic 
was  assigned  to  explain  just  the  residual  variance.   With  just  this  task, 
it  is  the  second  most  powerful  discriminator.   Thus,  it  appears  that  had 
the  characteristic,  which  no  doubt  is  highly  correlated  with  the  application 
characteristics,  been  allowed  in  addition  to  explain  the  variance  which 
the  set  of  application  characteristics  explained,  it  would  have  been 
a  very  powerful  predictor. 
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53.  My  position  of  basing  credit  decisions  on  economic  and  credit  history 

'  characteristics  has  been  supported  by  the  Sorites  Group  (same  reference 
as  Footnote  24) . 

"...  The  intent  behind  federal  credit 
opportunity  legislation  is  unmistakeable. 
To  be  fully  within  the  spirit  of  the  law, 
....  credit  scoring  must  rigorously 
qualify  the  economic  components  of 
creditworthiness  ..." 

"...  a  credit  analysis  system  should 
quantitatively  relate  an  applicant's  prior 
credit  'track  record'  and  terms  of  the 
proposed  transaction  for  predicting  the 
applicant's  future  repayment  performance  ..." 
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Table  1 


Partial  List  of  Factors  Used  to  Develop  Credit  Scoring  Systems 


Telephone  at  home 

Own/rent  living  accommodations 

Age 

Time  at  home  address 

Industry  in  which  employed 

Time  with  employer 

Time  with  previous  employer 

Type  of  employment 

Number  of  dependents 

Types  of  credit  reference 

Income 

Savings  and  Loan  references 

Trade  Union  Membership 

Age  difference  between  man  and  wife 

Telephone  at  work 

Length  of  product  being  purchased 


Bank  savings  account 

Bank  checking  account 

Zip  code  of  residence 

Age  of  automobile 

Make  and  model  of  automobile 

Geographic  area  of  USA 

Finance  company  reference 

Debt  to  income  ratio 

Monthly  rent/mortgage  payment 

Family  size 

Telephone  area  code 

Location  of  Relatives 

Number  of  children 

Number  of  "other"  dependents 

Ownership  of  Life  Insurance 

Width  of  product  being  purchased 
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Table  2 


Final  Scoring  Table  for  an  Actual  Credit  Scoring;  System 


Zip  Code 

Zip  Codes  A  60 

Zip  Codes  3  48 

Zip  Codes  C  41 

Zip  Codes  D  37 

Not  answered  53 

Bank  Reference 

Checking  only  0 

Savings  only  0 

Checking  &  savings  15 

Bank  name  or  loan  only  0 

No  bank  reference  0 
Not  answered 

Type  of  Housing 

Owns /buying  44 

Rents  35 

All  other  41 

Not  answered  39 


Time  at  Present  Address 

Less  than  6  months  39 

6  months-1  year  5  months  30 
1  year  6  months-3  years  5  months  27 
3  years  6  months-7  years  5  months  30 

7  years  6  months-12  years  5  months  39 
12  years  6  months  or  longer  50 
Not  answered  36 

Time  with  Employer 

Less  than  6  months  31 

6  raonths-5  years  5  months  24 

5  years  6  months-8  years  5  months  26 

8  years  6  months-15  years  5  months  31 
15  years  6  months  or  longer  39 
Homemakers  39 
Retired  31 
Unemployed  29 
Not  answered  29 
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Table  2  (continued) 


Occupation 

Clergy 

46 

Creative 

41 

Driver 

33 

Executive 

62 

Guard 

46 

Homemaker 

50 

Labor 

33 

Manager 

46 

Military  enlisted 

46 

Military  officer 

62 

Office  staff 

46 

Outside 

33 

Production 

41 

Professional 

62 

Retired 

62 

Sales 

46 

Semi-professional 

50 

Service 

41 

Student 

46 

Teacher 

41 

Unemployed 

33 

All  other 

46 

Not  answered 

47 

Finance  Company  Reference 

Yes  0 

Other  references  only  25 

No  25 

Not  answered  15 


Other  Department  Store/Oil  Card 
Major  Credit  Card 

Department  store  only  12 

Oil  card  only  12 

Major  credit  card  only  17 

Department  store  and  oil  card  17 

Department  store  and  credit  card  31 

Major  credit  card  and  oil  card  31 

All  three  31 

Other  references  only  0 

No  credit  0 

Not  answered  12 


162 


Table  3 


Procedure  for  Acceptance/Rejection  of  a  Point  Scored  Applicant: 


SINGLE  CUT-OFF  METHOD 


DOUBLE  CUT-OFF  METHOD 


MAXIMUM 
SCORE 


CUT-OFF 
SCORE 


MINIMUM 
SCORE 


MAXIMUM 
SCORE 


FINAL 
i-CUT-OFF 
SCORE 


APPROVED 

CUT-OFF 

SCORE 


DISAPPROVED 
•  CUT-OFF 
SCORE 


^MINIMUM 
"  SCORE 


STAGE  1        STAGE  2 
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Table  4 
Point  Values  for  Credit  History  Information 

-48  3  or  more  collections 

+47  record  but  no  information  on  credit 

-38  2  or  more  trades  R-3  -  R-5 

-32  2  collections 

+24  no  record 

-19  1  trade  R-3  -  R-5  * 

+17  one  balance  owing 

-16  1  collection 

+16  less  than  3  inquiries  (any  inquiries  on  existing) 

-16  2  and  up  trades  R-2 

+15  3  and  up  trades  R-l 

-8  1  trade  R-2 

+8  1  or  2  trades  R-l 

+7  2  or  3  balance  owing 

+6  no.  of  1  accounts  (2  or  3) 

+6  finance  co. 

0  more  than  4  owing 

0  other  than  2  or  3  no.  of  1  accounts 

0  no  trade 

0  more  than  3  inquiries 


* 


The  R's  refer  to  length  of  time  the  account  is  outstanding. 
The  higher  the  number,  the  greater  the  time. 
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Table  5 
Typical  Point  Scores  and  Repayment  Probabilities 

Total  Score  Probability  of  Repayment 


90  89.00  in  100 

95  91.00  in  100 

100  92.00  in  100 

105  93.00  in  100 

110  94.00  in  100 

115  95.00  in  100 

120  95.50  in  100 

125  96.00  in  100 

130  96.25  in  100 
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Table  6 


Diagrammatic  Representation  of  Change 
in  Credit  Decision  Making 


Type  of  Decision  Making 


Credit 

JUDGMENTAL 

OBJECTIVE 

History 

Judgmental 

Information 

System 

Type 

of 

ormation 

\^  Credit 

Application 

Scoring 

Information 

System 
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Table  7 

Constituent  Fine  Level  Occupation  Groups  of  the 
Gross  Occupation  Categories 


Creative 


Actor/Actress 

Advertising  people 

Announcer 

Artist 

Art  director 

Copywriter 

Dancer 

Dance  Instructor 

Designer 

Driving  instructor 

Editor 

Golf  instructor 

Golf  pro 

Illustrator 

Instructor  in  the  arts  and 
crafts,  sports,  dancing, 
etc. 

Interior  decorator 

Lobbyist 

Model 

Musician 

Newscaster 

Nightclub  entertainer 

Photographer 

Proofreader 

Public  relations  people 
(including  public  rela- 
tions account  executives) 

Recreation  leader 

Reporter 

Sculptor 

Sports  figure 

Teacher  -  music,  etc. 

Tutor 

Writer 

Drivers 

All  drivers 
3akery  truck  drivers 
Milk  truck  drivers 
Route  drivers 
Route  sales 
Teamsters 


Executives 

All  executives 
Assistant  Vice  President 
Chairperson  of  the  Board 
Controller 
District  manager 
Executive  Vice  President 
General  manager 
Members  of  the  Board  of 

Directors 
President 
Regional  manager 
Secretary  (Corporate) 
Treasurer 
Vice  President 

Guards 

Correction  officer 

Deputy  sheriff 

Firefighter 

Parole  officer 

Police 

Postal  employees 

Security  guards 

Sheriff 

Social  worker 

State  highway  patrol 

Postmaster/Postmis tress 

Homemakers 

Housewives 
Homemakers 

Labor 

Baggage  handler 

Building  maintenance 

Building  engineer 

Busboy/Busgirl 

Custodian 

Dishwasher 

Gardener 

Garbage  handler 

Handy  person 

Helper 

Janitor 

Laborer 

Parking  lot  and  gas  station 

attendant 
Porter 
Sanitary  engineer 


Labor  (continued) 

Warehouse  worker 
Window  washer 


Managers 

Administrative  assistant 
Assistant  manager 
Deck  officers 
Department  directors 
Floorman/ Floor lady 
Foreman/ Fore  lady 
Funeral  director 
Leadman/Leadwoman 
Manager 

Maritime  ship  captain 
Maritime  senior  officers 
Owner  of  small  business 
Quart erman/Quarterwoman 
Shop  steward 
Superintendent 
Supervisor 
Union  Official 

Military  -  Enlisted 

All  military  enlisted  per- 
sonnel on  active  duty, 
including  those  on  active 
duty  with  the  National 
Guard  and  Coast  Guard 

Military  -  Commissioned 
Officers 

All  military  commissioned 
officers  on  active  duty, 
including  those  on  active 
duty  with  the  National 
Guard  and  Coast  Guard 

Office  Staff 

Accountant 

Appraiser 

Assessor 

Bank  teller 

Bookkeeper 

Building  Inspector 

Buyer 

Cashier 

Claims  adjuster 

Claims  investigator 


167 


Table  7  (continued) 


Office  Staff  (continued) 

Clerical  worker 
Collector 
Computer  operator 
Credit  clerk 
Credit  personnel 
Dispatcher 
Expeditor 
Examiner 
IBM  operator 
Keypuncher 
Loan  officer 
Market  checker 
Meter  reader 
Office  worker 
Planner 

Private  detective 
Purchasing  agent 
Receptionist 
Reservation  agent 
Secretary 
Shipping  clerk 
Stenographer 
Stock  clerk 
Supermarket  checker 
Teacher's  aide 
Telephone  operator 
Ticket  agent 
Timekeeper 
Traffic  clerk 
Typist 
Underwriter 
Teachers  aide 


Outside 


Commercial  fishing 
Cowboy 
Crop  duster 
Farmer 

Farm  and  ranch  worker 
Logger 
Lumberjack 
Lumbermill  worker 
Merchant  Marine  ship  per- 
sonnel (crew,  not  officers 
Miners 
Mine  worker 
Oil  field  worker 
Rancher 
Roughneck 


Production 

Assembler 
Autobody  repair 
Appliance  repair 
Blacksmith 
Brakemen/Brakewomen 
Casting  worker 
Conductor 
Cutter 
Dressmaker 
Factory  worker 
Foundry  worker 
Garage  repair 
Grinder 

Groundmen/Groundwomen 
Heavy  equipment  operator 
Inspector 
Installer 
Iron  worker 
Linemen/Linewomen 
Lithographer 
Longshore  worker 
Machinist 
Machine  operator 
Mechanic 
Millwright 
Molder 

Operating  engineer 
Pipefitter 
Packer 

Press  operator 
Printer 

Production  control 
Production  line  personnel 
Quality  control 
Railroad  crew 
Riveters  in  factories 
Spray  painters 
Stationary  engineer 
Steamf itter 
Switcher 
Tailor 

Telephone  service  people 
Tool  grinder 
Tool  and  die  maker 
\  Train  engineer 
TV  or  radio  repair 
Upholsterer 
Welder 


Professional 

All  professionals 

Architect 

Chemist 

CPA 

Dentist 

Doctor 

Engineer  with  college 

degree 
Geologist 
Lawyer 

Metallurgist 
Psychiatrist 
Teachers  in  colleges,  high 

school  &  grammar  schools 
Veterinarian 

Retired 

Fully  disabled  persons 
Applicants  who  are  living 

on  Social  Security  or 

pensions,  age  unknown 
Permanently  disabled  persons 
Retired  military  personnel 

who  are  not  re-employed 

as  civilians 
Widowed  not  employed  (62  or 

older  for  women,  65  for 

men) 
Men  65  or  over  and  not 

employed 
Women  62  or  over  and  not 

employed 

Sales 


Account  executive  for 
insurance  company  and 
brokerage  house 

All  salespeople 

Agent  or  broker 

Insurance  agent 

Jeweler 

Manufacturer's  representative 

Salespeople 

Sales  clerk 

Sales  representative 

Sales  engineer 

Stockbroker 

Real  estate  broker 


168 


Table  7  (continued) 


Semiprofes signal 

Accounc  executives  ocher 
Chan  sales,  personal 
relations  and  advertising 

Actuary 

Analyst,  technical 

Auditor 

Airline  pilot 

Biologist 

Business  consultant 

Chemical  analyst 

Chiropractor 

Consultant,  business 

Counselors,  including 
school  counselors 

Copilot 

Dental  assistant 

Dietician 

Drafting 

Engineering  Aide 

FBI  agent 

Flight  engineer 

Librarian 

LPN 

LVN 

Landscapers 

Mathematician 

Medical  assistant 

Metallurgical  analyst 

Mortician 

Optician 

Optometrist 

Osteopath 

Pharmacist 

Projectionist 

Programmer 

Psychologist 

Registered  nurse 

Researcher 

Research  assistant 

Statistician 

Stewardess /Steward 

Systems  analyst 

Surveyor 

Technician  (all) 


Service 

3aker 

Barber 

3artender 

Beautician 

Bellhop 

Butcher 

Chef 

Cook 

Door  attendant 

Elevator  operator 

Food  handler 

Hospital  attendant 

Housekeeper 

Laundry  worker 

Maid 

Matron 

Meat  cutter 

Nurse's  aide 

Orderly 

Restaurant  host  or  hostess 

Usher 

Waiter /Waitress 

Trades 

Assistant  to  the  trades 

Bricklayer 

Cabinetmaker 

Carpenter 

Cement  finisher 

Contractor 

Drywall  finisher 

Electrician 

Glazier 

Lather 

Mason 

Painter  (house) 

Plasterer 

Plumber 

Roofer 

Rigger 

Riveter  in  steel  construction 

Sheetmetal 

Siding  installer 

Skilled  apprentice 

Steelworker 

Tile  setter 

Tinsmith 


Unemployed 
Unemployed  applicants 

All  Other 

Any  occupations  not 

listed  above,  including: 

Members  of  the  clergy 

Students 

Applicants  on  welfare, 
alimony  or  support  who 
are  of  working  age 
(under  62  years) 
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Table  8 


Hypothetical  Example  of  Zip  Code  Combination 


Individual 


Zip  Code 

99999 
99998 
99997 


Numbers  of 
Goods   Bads 

200     47 

12      2 

150     15 


Percental 

2S  Of 

Goods 

Bads 

81 

19 

86 

14 

91 

9 

Combined 


99999 

+ 
99998 

99997 

+ 
99998 


212     49 


162     17 


81 


91 


19 
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Table  9 


HvDothetical  Example  of  Scace  Combination 


Individual 


State 

State  A 
State  B 
State  C 


Numbers  of 
Goods   3ads 


Percentages  of 


200     47 

12      2 

150     15 


Goods 


Bads 


81  19 
86  14 
91         9 


Combined 


States  A  &  B 

212 

49 

81 

19 

States  B  &  C 

162 

17 

91 

9 
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Table  10 


December  15,  1977 


Amoco  Oil  Company 

New  Account  Center 

P.O.  Box  2154 

Oak  Park,  Illinois  60313 


Re:   New  Account  Approval  Department 

Sirs, 

Regarding  your  refusing  to  issue  credit  on  the  bases  of  my 
Level  of  Income,  Type  of  Bank  References,  and  Your  Credit  Experience 
in  my  Geographical  Area.   I  am  demanding  a  review  of  my  records.   I  am 

an  LPN  employed  by  Health  Related  Facility,  weekly  salary 

$230.00.  My  wife  is  employed  by General  Hospital  as  an  RN, 

weekly  salary  S260.  My  major  credit  cards  are  American  Express  if , 

VISA  if Master  Charge  If ,  Abraham  and  Strauss  if , 

Macys  9 ,  Playboy  if ,  Friendly  Frost  Inc.  if , 

(illegible),  and  many  other  department  store  credits.  My  spouse's  credit 

cards  are  Citibank  Master  Charge  if Macys  $ ,  Abraham  and 

Strauss  // Our  account  if at  Manufacturers  Hanover  Trust, 

checking  account  t at  Manufacturers  Hanover  Trust,  loan  account 

if at  Manufacturers  Hanover  Trust  -  all  paid.   I  was  never  turned 

down  by  anyone  to  whom  I  applied  for  credit.   Maybe  my  level  of  income  or 
type  of  bank  references  at  that  particular  time.  We  all  have  ups  and 
downs  in  life  but  I  look  forward  in  life  and  I  stated  before  I  am  an  LPN 
and  my  wife  is  an  RN,  one  daughter.   Don't  give  me  that  bull  about, 
"Your  credit  experience  in  my  geographical  area."  You  know  what  you 
can  do  with  that!!   Tell  me  I  am  BLACK.    We  can  certainly  make  it  with 
what  we  have. 

I  will  continue  to  do  what  I  can.   I  will  not  stop.   I  am  not 
afraid.   Discrimination  in  1977. 

Sincerely, 


48-722  0-79-12 
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systems  can  now  be  quickly  retrofitted 
to  permit  an  easv  and  cheap  switch 
from  gas  to  light  oil  or  propane  and 
back. 

Most  oi  the  flexibility  of  large  manu- 
facturers comes  from  their  ability  to 
use  their  own  byproducts.  Study  your 
operations  to  see  if  you  have  any  waste 
products  that  could  be  burned  to  pro- 
vide energy-  Could  your  incinerator 
produce  some  of  your  steam  needs' 

Many  of  the  heat-recovery  devices 
Armco  considered  in  the  past  were 
uneconomical  at  the  then-prevailing 
fuel  prices.  They  may  become  more 
competitive  as  fuel  prices  rise.  Our 
own  experience,  however,  has  been 
that  a  recovery  system's  cost  r.ses  right 
along  with  those  prices.  It's  like  oil 
from  shale,  it  always  seems  to  cost  just 
a  little  more  than  the  price  of  liquid 
crude,  no  matter  what  crude  costs. 

Although  we  are  convinced  that  our 
program  has  worked,  we  have  been 
unable  to  come  up  with  a  figure  for 
total  dollars  saved  because  of  the 
variety  of  operations.  In  1977  our 
energy  cost  per  shipped  ton  of  steel 
increased  6.6%  over  1976.  At  one 
plant,  the  average  cost  of  coal  climbed 
43%,  No.  6  fuel  oil  24%,  natural  gas 
50%,  and  electricity  50%.  Without  an 
energy  conservation  program,  those 
increases  would  have  transierred  di- 
rectly into  production  costs. 

One  last  point:  U.S.  industry's  share 
of  the  nation's  total  use  of  primary 
fuel  dropped  from  30%  in  1970  to  just 
over  25%  in  1976.  In  the  last  25  years 
industry  has  shown  the  most  improve- 
ment in  energy  use  efficiency  of  any 
part  of  our  society.  As  you  strive  to 
save  your  company  energy  and  money, 
remember  that. 


Noel  Capon 


Discrimination 
in  screening 
credit  applicants 


Not  long  ago  it  was  reported  that  a 
Detroit  couple  having  a  combined  an- 
nual income  of  more  than  S>o,ooo 
had  been  refused  a  credit  card  on  the 
basis  of  the  zip  code  of  the  area  where 
they  lived. 

That  is  one  instance  of  a  credit  deci- 
sion made  by  use  of  a  point-scoring 
system  (usually  administered  through 
a  computer).  Use  of  these  systems  by 
banks,  retailers,  and  other  large  cred- 
itors is  wiuespread. 

Although  this  example  is  extreme,  it 
is  typical  of  a  practice  that  rciccts  ap- 
plicants in  spite  of  any  history  they 


may  have  of  paying  their  bills  on 
time.  This  practice  subiugates  a  deci- 
sion based  on  individual  performance 
to  a  decision  made  on  the  basis  of  as- 
signment to  groups  that  are  determined 
on  characteristics  not  directly  related 
to  credit  performance.  This  practice 
abridges  a  fundamental  right:  the 
right  to  be  treated  as  an  individual. 

The  use  of  point  scoring  has  been 
growing  since  it  was  legitimized  by 
Congress  in  passing  the  Equal  Credit 
Opportunity  Act  of  1974  (ECOA1,  and 
the  amendments  to  it  in  1976.  By  env 
bracing  an  objective  approach,  the 
legislators  sought  to  eliminate  subiec- 
tive  judgments  by  credit  managers  that 
discriminated  on  the  basis  of  race  and 
other  characteristics. 

As  a  result,  they  accepted  a  procedure 
that,  it  turns  out,  enables  a  creditor  to 
discriminate  arbitrarily  against  indi- 
viduals. 


How  it  works 

Credit  managers  differ  little  from  man- 
agers in  other  fundamental  areas  in 
their  efforts  to  devise  efficient  and 
cost-effective  techniques  to  improve 
performance.  The  point-scoring  ap- 
proach is  faster  and  much  cheaper 
than  any  other. 

The  point-scoring  system  is  developed 
by  taking  a  sample  of  persons  who 
have  previously  been  awarded  credit 
and,  through  computer  analysis,  iden- 
tifying those  characteristics  that  dis- 
criminate statistically  between  good 
and  bad  risks.  The  creditor  allocates 
points  to  levels  of  each  characteristic. 

Having  a  home  phone  may  be  worth, 
say,  ro  points,  and  no  phone,  2  points; 
owning  or  purchasing  a  home,  20 
points,  and  renting,  3  points;  living  ;n 
one  part  of  town,  25  points,  and  in 
another  part,  3  points.  Other  charac- 
teristics typically  emploved  are  occup- 
tion,  age  of  automobile,  years  on  the 
;ob,  and  years  at  present  residence. 

A  credit  applicant  supplies  the  re- 
quired data  on  an  application  form.  If 
his  or  her  total  point  score  talis  below 
a   preset   target   score,    the    person   is 
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automatically  denied  credit  irrespec- 
tive of  the  payment  history  A  scote 
greater  than  the  target  score  may  earn 
credit  automatically  or  the  creditor 
may  seek  payment  data  before  malting 
a  decision. 

A  main  problem  with  this  procedure 
pertains  to  the  manner  in  which  it  is 
developed.  Rather  than  taking  a  repre- 
sentative sample  of  applicants,  grant- 
ing them  credit,  and  developing  the 
system  based  on  their  payment  behav- 
ior, companies  typically  use  as  the  pool 
of  "goods"  and  "bads"  a  sample  of 
persons  previously  granted  credit  on 
some  subjective  basis.  Applicants  re- 
jected for  credit,  perhaps  illegally  if 
the  system  predates  ECOA,  do  not 
figure  in  the  calculations. 

Devisers  of  scoring  systems,  aware  of 
the  problem  of  biased  samples,  have 
developed  statistical  augmentation  pro- 
cedures designed  to  infer  the  payment 
habits  of  previously  rejected  appli- 
cants, had  they  been  granted  credit. 
But  this  exercise  can  only  be  conjec- 
ture. So  bias  and  possibly  illegal  dis- 
crimination are  built  into  the  scores. 

Furthermore,  such  scoring  is  not  total- 
ly objective.  In  most  systems,  for  in- 
stance, the  occupational  category  con- 
sists of  crude  aggregates  of  groups. 
"Production  worker"  may  be  an  um- 
brella phrase  for  vocations  ranging 
from  lathe  operator  to  dressmaker  to 
TV  repairer.  In  some  systems,  the 
definitions  of  occupations  seem  awry. 
In  one  system  I  studied,  the  occupa- 
tional group  "teamsters"  was  given  the 
lowest  possible  point  value. 

To  incorporate  their  attitudes  toward 
risks,  credit  grantors  often  distort  ob- 
jectivity by  imposing  restrictions  on 
the  point  values  of  applicants'  charac- 
teristics. Management  may  specify,  for 
example,  that  under  no  circumstances 
can  a  person  renting  his  home  ever 
score  higher  than  a  person  owning  or 
purchasing  his  home,  or  that  young 
applicants  can  never  score  more  points 
than  old  applicants,  irrespective  of  the 
data.  This  weighting  insulates  the 
credit  grantors'  biases  from  change  and 
raises  them  to  an  institutional  level, 
concealed  under  the  banner  of  scien- 
tific objectivity. 


Exhibit 

A  retailer's  value  allocation 

for  two  consumer  characteristics 

Tim*  at  present  address 

Lass  than  6  months 

39pomts 

6  months  !o  1  year  5  months 

30  points 

1  year.  5  months  to  3  years   S  months 

27  points 

3  years,  6  months  lo  7  years,  5  months 

30  points 

7  years,  6  months  !0  i  2  years.  5  months 

39  points 

1 2  years.  6  months  or  longer 

50  points 

Not  answered 

36  points 

Time  with  employer 

Less  :han  6  months 

31  pomts 

6  months  to  5  years.  5  months 

24  points 

5  years.  5  months  to  8  years.  S  months 

26  pomts 

8  years.  6  months  to  1  5  years  5  months 

31  pomts 

1  5  years.  6  months  or  longer 

39  pomts 

Momemaners 

39  points 

Unemployed 

29  points 

Not  answered 

29  pomts 

In  addition,  many  creditors  permit 
overriding  of  the  system  and  granting 
of  credit  at  management's  discretion 
if  a  rejected  applicant  complains.  This 
practice  obviously  invalidates  the  sys- 
tem and  discriminates  against  those 
who  meekly  accept  denial  of  credit. 

In  purely  objective  systems  where  the 
point  values  are  'free  floating"  (sub- 
ject to  no  weight  restrictions!,  assign- 
ment of  points  can  also  establish  un- 
reasonable standards.  The  Exhibit 
shows  part  of  the  point  assignment 
list  actually  employed  by  a  maior  re- 
tailer. 

Periods  of  very  short  or  very  long 
duration  receive  more  points  than 
those  of  medium  duration.  Thus  the 
more  stability  an  applicant  gains  in 
terms  of  residence  and  employment 
(up  to  a  pointl,  the  less  creditworthy 
he  becomes.  A  person  with  moderate 
residence  or  employment  stability  who 
is  denied  credit  might  be  advised  to 
change  his  domicile  or  job  in  order  to 
improve  his  credit  standing. 


Who  is  creditworthy? 

That  such  relationships  might  be  estab- 
lished probably  did  not  occur  to  the 
legislators  of  ECOA  or  the  drafters  of 
Regulation  B,  which  implements  the 
act.  The  regulation's  suggestions  for 
notification  of  rejected  applicants  are 
framed  in  terms  of  a  positive  relation- 
ship between  creditworthiness  and 
stability. 


While  ECOA  proscribes  the  use  of 
race,  color,  religion,  national  origin, 
sex,  and  mantal  status  as  character- 
istics in  credit  decision  making,  it  the 
characteristics  actually  employed  act 
as  surrogate  variables  for  those  that 
are  illegal,  then  the  system  is  discrim- 
inating illegally.  Consider  these  ex- 
amples: 


Zip    code    criteria    may    discriminate 
against  minorities  because  of  the  ten- 
dency of  members  of  those  groups  to 
live  in  proximity  to  one  another. 
D 

An   own/tent   living   accommodation 
value  may  similarly  disenminate  as  a 
result  of  decades  of  bias  in  the  grant- 
ing of  mortgage  loans. 
O 

Women  may  receive  illegally  unfair 
treatment  through  use  of  the  occupa- 
tion characteristic,  since  they  have 
historically  been  barred  from  certain 
occupations,  as  well  as  through  use 
of  "time  with  employer,"  since  as  a 
group  they  have  less  employment  sta- 
bility than  men  because  of  pregnancy 
and  child  rearing. 


Point-scoring  systems  are  statistically 
predictive  but  lacking  in  explanatory 
power.  A  person  may  change  his  job 
or  residence,  but  his  creditworthiness 
does  not  change.  The  situation  is  an- 
alogous to  that  of  a  college  making 
admissions  decisions  on  the  basis  of 
a  statistically  predictive  characteristic 
like  a  father's  occupation  rather  than 
on  explanatory  characteristics  such  as 
grades  and  aptitude  scores.  If  the 
denied  applicant's  father  changed  his 
job.  the  applicant  would  be  no  more 
suited  for  college  than  before.  An  im- 
provement in  high  school  grades,  how- 
ever, would  be  important. 

Furthermore,  the  criteria  for  selection 
of  charactenstics  for  point-scoring  sys- 
tems are  unclear.  If  statistical  predic- 
tion is  the  sole  criterion,  should 
blondes  be  more  favorably  treated  than 
brunettes,  or  golfers  more  favorably 
treated  than  tennis  players,  if  the  data 
turn  out  that  way- 
Research  has  shown  that  of  the  ap- 
plicants denied  credit  on  the  basis  of 
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point  scores,  a  proportion  in  fact  have 
good  payment  records.  Cenial  of  credit 
to  persons  who  have  responsibly 
handled  their  financial  affairs  unfairly 
imures  their  reputations.  Furthermore. 
•  their  good  payment  records,  which  can 
be  viewed  as  an  earned  property  right, 
are  of  no  use  to  them. 

The  characteristics  employed  in  point- 
scoring  systems  have  very  little  to  do 
with  an  individual's  creditworthiness. 
The  fundamental  issue  is  whether  the 
savings  that  creditors  achieve  in  using 
these  systems  are  balanced  by  the  costs 
to  sociery  ot  abridging  the  individual's 
right  to  be  treated  on  the  basis  of  his 
performance  in  meeting  his  financial 
obligations. 
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APPENDIX  2 
Reprinted  from  Harvard  Business  Review  (September-October,  1978) 


Credit  application 

In  response  to  Noel  Capon's  article 
"Discrimination  in  Screening  Credit 
Applicants,"  Ideas  'or  .4ction  iMay- 
lune  1978],  let  me  point  out  that 
the  Equal  Credit  Opportunity  Act 
'ECOA)  states  in  Section  201.1S  of 
Regulation  B  "that  a  credit  scoring 
system  muse  be  demonstrably  and 
statistically  sound  and  empirically 
derived."  The  law  is  quite  clear  on 
this  point  and  provides  stiff  penalties 
tor  credit  grantors  who  do  not  comply 
with  it. 

Capon  states:  "They  accepted  a 
procedure  that,  it  turns  out,  enables 
a  creditor  to  discriminate  arbitrarily 
against  individuals."  In  order  to  dis- 
criminate arbitrarily,  the  credit 
grantor  would  have  to  use  a  system 
that  was  not  empirically  derived  or 
statistically  sound  and  would  there- 
fore be  in  violation  of  Regulation  B. 


I  cannot  imagine  a  multinanonai 
corporation  or  even  a  local  bank  pur- 
posely condoning  a  system  that 
would  leave  it  open  to  class  action 
suits  in  which  the  penalties  could 
amount  to  half  a  million  dollars. 

Over  the  years,  I  have  been  em- 
ployed by  more  than  one  company 
that  has  used  a  point  scoring  system. 
The  example  Capon  uses  in  the  article 
is  the  first  case  I  have  ever  seen  of 
an  applicant  getting  fewer  points 
for  longer  time  at  his  residence  or  on 
his  job   It  would  seem  that  the  author 
has  gone  out  of  his  way  to  find  an 
isolated  case. 

The  author  mentions  lip  code 
criteria  being  used  in  determining  a 
credit  applicant's  credit  worthiness. 
Such  use  is  a  form  of  redlining,  which 
has  already  been  outlawed  in  the 
United  States. 

Douglas  A.  Gherlone, 
Personal  Loan  Officer, 
Ware  Savings  Bank, 
Ware,  Massachusetts 


. . .  The  lead  paragraph  in  this  arncle 
reporting  the  credit  rejection  of  an 
affluent  Detroit  couple  on  the  basis 
of  the  cip  code  in  which  they  lived 
contains  in  a  single  sentence  at  least 
three  distinct  errors  of  fact.  But 
since  I  am  not  free  to  disturb  the  pri- 
vacy of  this  applicant,  I  will  confine 
my  comments  to  the  rip  code  ref- 
erence. 

The  lender  in  question  is  na- 
tional in  scope,  and  the  scoring  sys- 
tem awards  differing  numbers  of 
points  from  region  to  region  to  re- 
flect the  demonstrated  differences 
between,  say.  New  York  and  Iowa  or 
between  Arizona  and  Michigan.  The 
particular  region  in  which  this  ap- 
plicant lived  was  not,  as  the  media 
have  so  carelessly  implied,  some 
center-city  neighborhood.  It  is  a  re- 
gion encompassing  three  entire  states 
in  the  Midwest.  Crosse  Pointe  mil- 
lionaires and  tenant  fanners  in 
Chilicothe  all  receive  the  same  point 
value  based  on  residence,  as  did  the 
Detroit  applicant 

To  suggest  that  credit  was  re- 
fused on  the  basis  of  dp  code,  or  of 
any  other  single  item  in  a  credit 
(Continued  on  page  i8a| 
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scoring  system  ot  our  manuiacrure, 
is  totally  erroneous.  No  applicant  is 
;ver  te:ccted  because  of  any  one  item 
in  a  scoring  system.  Only  the  total 
score,  derived  from  the  combination 
of  characteristics,  determines  the 
probability  of  saristactory  perfor- 
mance. 

Next,  the  author  launches  into 
what  has  to  be  one  of  the  most 
contradictory  pair  of  arguments  ever 
tonstructed.  Capon  complains  about 
techniques  that  impose  certain  re- 
straints on  final  score  weights  to 
make  them  intuitively  more  credible. 
He  is  highly  cnacal  of  this  process, 
which  he  erroneously  claims  allows 
credit  grantors  to  impose  institutional 
biases  on  the  final  scorecard.  Then 
he  changes  horses  in  midparagraph 
and  attacks  systems  that  do  not  im- 
pose such  constraints  because  the 
point  vaiues  that  result  do  not  suit 
his  biases  and  preconceptions. 

if  3  critic  does  not  understand 
the  practice  of   'smoothing  out"  point 
values  to  make  them  more  credible 
in  appearance,  I  could  discuss  the 
importance  or  "commonsense" 
weights  to  the  credit  employee  op- 
erating -he  system  as  well  as  to  the 
rejected  applicant  who  is  trying  to 
understand  whv  he  has  not  been  ap- 
proved for  crec.it. 

Conversely,  if  questioned  as  to 
why  some  items  seem  counterinrui- 
tive  ,'such  as  the  curvilinear  'time  at 
address  '  values  in  Capon's  exhibit], 
we  could  explain  why  these  things  do 
occasionally  occur  and  why  the 
value  ot  rrue  weights  in  some  cases 
is  greater  than  the  need  for  surface 
belicvability.  But  when  the  tame  critic 
attacks  scoring  as  improper  lor  both 
teasens.  I  can  only  wonder  whence 
such  bias  stems. 

Credit  scoring  is  next  attacked 
on  the  ground  that  some  lenders  over- 
ride the  svstem  and  approve  credit 
for  a  rcicctcd  applicant  who  openly 
complains.  Such  a  practice  may  well 
be  questioned,  but  it  is  entirely  ir- 
relevant to  the  issue  of  how  the  re- 
jection was  arrived  at  to  begin  with. 
Overriding  a  judgmental  reiec-icn 
cannot  be  moraliy  different. 

Capon  states  as  fact  his  miscon- 
ception that  use  of  an  applicant 
sharactcrisne  is  unlawful  if  it  is 
correlated  with  being  a  member  of 


one  of  the  protected  croups.  It   s 
clear  to  anyone  conversant  with 
ECOA  that  neither  the  legislative 
history  nor  the  published  reguiataens 
prohibit  the  use  of  such  correlated 
information. 

To  suggest  a  ban  on  any  item  of 
information  that  correlates  with 
rnantai  status,  sex.  or  race  shows  an 
ignorance  of  elementary  statistics: 
ever/  item  on  a  credit  application  is 
correlated  to  some  degree  with  every 
other  item.  Furthermore,  these  cor- 
relations affect  a  judgmental  screening 
process  as  much  as  or  more  than  a 
quantified  system. 

All  the  way  through  this  article 
lies  the  apparent  belief  that  one 
should  be  ;udged  on  his  own  credit 
record  and  not  on  a  comparison  with 
otners  of  similar  demographic  descrip- 
tion. Here  the  author  exhibits  a 
fundamental  lack  of  understanding 
of  how  credit  screening  works. 

There  are  only  two  sorts  of  in- 
formation on  which  a  lender  can 
base  a  loan  decision,  application  data 
and  histories  of  previous  payment 
habits.  Some,  apparently,  would  like 
credit  applicants  to  be  ludged  soielv 
on  the  latter.  There  are  several  rea- 
sons why  this  is  unworkablc. 

The  most  obvious  is  the  fact  that 
not  all  people  have  established  track 
records  on  which  to  base  their  re- 
quests for  credit  (and  even  when 
thev  do,  die  credit  bureaus  lack  rec- 
ords of  that  fact  in  a  substantial 
fraction  of  the  cascsl. 

If  the  only  information  a  lender 
could  use  in  screening  applicants 
were  proven  credit  experience,  then 
no  one  would  ever  get  that  first 
loan.  Consumer  credit  would  self- 
liquidate  in  40  years  when  today's 
young  families  retired,  never  having 
had  a  chance  to  demonstrate  their 
individual  paying  habits.  Anyone 
who  had  ever  acquired  a  derogatory 
reference  would  nev-r  have  a  second 
chance. 

Clearly  trie  lender  must  relv  on 
application  data  as  well  as  on  payment 
history.  And  because  we  lack  an  ab- 
jOlute  reference  standard,  this  in- 
formation is  useful  only  when  com- 
pared with  information  about  previous 
borrowers  of  similar  description 
•/hose  payment  behavior  is  known. 
"■Vhether  the  screening  process  is 


quantitative  or  "judgmental '  is  ir- 
relevant.  \n  income  below  .'C  dollars 
is  a  negative  indicator  onlv  ..- 
previous  borrowers  -with  such  an 
income  have  failed  to  pav  in  greater 
numbers  than  those  with  higher 
incomes. 

Opon  himself  expresses  serious 
doubt  about  a  scoring  system  that 
purportecly  gives  low  points  to 
Teamsters.  Since  he  makes  no  men- 
tion of  having  dene  any  research  in 
the  matter,  we  assume  this  is  a  per- 
sonal opinion.  He  apparently  thinks 
Teamsters  are  as  a  group  better  ri.-ks 

Whatever  -he  truth  may  be.  t!n< 
is  the  kind  of  thinking  that  gees  on 
thousands  of  times  a  day  as  credit 
managers  review  applications  and 
Jecide  which  incomes,  jobs,  times 
at  address,  and  so  on  are  from  pnor 
experience  judged  to  b.'  good,  bad, 
or  indifferent. 

Whether  those  judgments  arc 
accurate  :s  net  the  central  issue.  Tie 
noint  is  that  credit  screening  is,  of 
necessity,  a  process  of  tompanson 
whether  one  employs  subjective  per- 
sonal experience  or  objective  organi- 
zational experience.   Scoring  systems 
differ  only  in  that  they  make  thes- 
compansons  with  greater  accuracv 
than  judgmental  -roccsses  and  ;n 
that  they  avoid  human  bias. 

O.  Davis  Nelson, 

Senior  Marketing  Representative. 

Fair,  Isaac  and  Co  .  Inc., 

San  Rafael.  C.-.lifomia 


The  author  replies:  These  two  let- 
ters rvpifv  the  misunderstanding 
and  misinformation  that  surrounds 
credit  scoring.  Clicrlone  believes  that 
in  scoring,  zip  code  use  is  illegal, 
while  Nelson  implies  its  onlv  use  is 
on  a  regional  basis.  As  a  pending 
lawsuit  in  Ceorgia  attests,  point 
assignments  are  usually  based  on 
individual  zip  codes— e.g.,  minimum 
points  for  Watts,  maximum  points 
for  Pacific  Palisades. 

Gherlone  believes   my  curvi- 
linear time-at-address  and  time-with- 
employer  examples  to  be  atypical, 
while  Nelson  misleads  in  agreeing 
that  they  occur,  but  onlv  "occasional 
|v."  Commenting   n   the   Federal 
Trade  Commission  on  their  proposed 
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APPENDIX   2    (continued) 


consent  agreement  with  Aldens.  Inc. 
of  Chicago,  Fair,  Isaac  presented  the 
following     tvpicci"  scores  tor  'line- 
at-jddress:  less  than  one  year,  j  po:nts, 
one  to  two  years,  o  points:  :wo  to 
three  years,  j  points;  three  to  five 
'years,  o  points,  five  to  nine  years,  5 
points;  ten  years  or  over,  21  points! 

Neison  objects  that  my  criticiz- 
ing both  objective  and  iudgmentaily 
modified  systems  reflects  a  logical 
inconsistency.  I  see  none.  Both  re- 
taining objective  sconng  systems  that 
lack  intuitive  credibility  and  doctor- 
ing such  systems  to  lend  them  this 
credibility  are  unsatisfactory  strategies 
for  making  an  unacceptable  practice 
acc-ptabte.  Further,  for  Nelson  to 
argue  that  'smoothed  cut"  weights 
benefit  reiected  applicants  when  his 
firm  has  consistently  and  stridently 
opposed  giving  any  reason  for  rejec- 
tion other  than  insufficiency  of  total 
points  is  sheer  hypocrisy. 

Nelson  seems  unconcerned  that 
credit  scoring  variables  are  correlated 
with  characteristics  proscribed  under 
ECOA.  What  is  critical  is  the 
strength  of  the  relationship  between 
a  proscribed  characteristic  and  a  van- 
able  in  a  credit  sconng  system.  If  the 
relationship  is  statistically  signifi- 
cant, then  existing  legal  precedents 
have  suggested  that  the  variable 
is  acting  illegally.  Pending  suits 
in  Delaware  and  North  Carolina  on 
marital  status  and  the  Georgia  suit 
on  racial  discrimination  bv  zip  code 
will  address  this  issue  head-on. 

There  is  no  argument  with 
Gherlone  that  credit  scoring  systems 
per  se  are  legal,  at  issue  is  whether 
they  should  be.  I  can  accept  being 
denied  credit  if  I  have  been  a  late 
paver  or  have  defaulted  on  previous 
obligations,  but  I  shall  object  stren- 
uously, despite  its  legality,  to  credit 
denial  because  of  the  age  of  mv  auto- 
mobile, because  I  rent  my  accommo- 
dation, because  I  pay  low  rent,  be- 
cause of  my  zip  code,  because  of  my 
occupation,  and  because  I  have  omit- 
ted to  open  both  savings  and  check- 
ing accounts.  I  shall  be  especially 
outraged  to  learn  that  the  credit  de- 
cision system  employed  was  designed 
to  jvoid  anv  checking  of  my  previous 
credit  performance. 

The  issue  is  not  one  of  objective 
versus  subiecrive  systems  for  grant- 


ing credit.  I.  :oo,  tavor  jbicctivir-- 
.My  concern  is  thjt  the  variables  on 
which  a  decision  is  based  are  ones 
that  have  a  face  valid,  explanatory 
relationship  to  ray  probable  future 
credit  pertormance.  Willingness  |as 
measured  by  past  performance)  ana 
ability  to  pay  are  such  variables;  zip 
code  and  age  of  my  automobile 
are  not. 

Nelson  misses  the  'point  about 
the  use  ot  Teamsters.  Notwithstanding 
my  other  arguments  against  credit 
sconng  systems,  the  Teamsters 
are  not  an  occupational  group.  The 
members  span  many  occupations,  and 
use  ot  such  a  category  violates  the 
consistency  of  the  system. 

Finally,  concern  for  persons 
without  a  credit  history  is  not  a  good 
argument  for  use  of  credit  sconng 
systems.  To  deny  credit  to  persons 
able  to  pay,  on  the  basis  of  demo- 
graphic characteristics,  without 
their  ever  having  had  a  chance,  is 
unfair.  More  creative  solutions  such 
as  assigned  or  grouped  nsks  should 
be  investigated  for  these  persons,  tot 
whom  a  decision  cannot  be  made  on 
the  basis  of  their  individual  credit 
performance. 

Noel  Capon 
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Sorry,  No  Credit 


By  No«!  Capon 


3CST0N  —  Appearing  before  •J-.e 
Federal  Trade  Commission  in  Wash- 
ington. Bloomingdale's  depanment- 
store  chain  agrees  10  pay  $50,000  m 
civil  penalties  (or  aiieged  sex  discrimi- 
nation against  women  in  its  evaluation 
of  credit  applications;  in  San  Francis- 
co, a  Federal  judge  denies  Standard 
Oil  of  California's  request  .'or  dis- 
missal of  a  suit  brought  up  a  woman 
who  alleges  denial  of  credit  on  the 
basis  of  sex  and  marital-starus  dis- 
crimination: Montgomery  Wart  faces 
credit  lawsuits  in  Delaware  and  North 
Carolina.  Despite  passage  of  the 
Equal  Credit  Opportunity  Act  in  19T4 
and  its  amendments  in  1J7S,  the  Na- 
tional Consumer  Finance  Association 
was  told  recently  that  new  investiga- 
tive hearings  on  consumer  credit 
might  be  tn  the  offing.  What's  up? 

What's  up  in  consumer  credit  is 
point  scoring,  a  computer-based 
method  used  by  most  major  retailers, 
sanks.  and  oil.  travel  and  entenauv 
■nent  credit-card  companies  to  asyre 


consumers'  credit-worthiness.  Point- 
scoring  systems  attempt  to  discrimi- 
nate statistically  between  good  and 
poor  credit  risks  by  assigning  points  to 
personal  situations. 

For  example,  a  home  phone  may  be 
worth  10  points,  no  phone  2  points;  liv. 
ing  in  one  part  of  town  25  points,  in 
another,  3;  owning  (or  purchasing)  a 
home  20  points,  renting  3.  Other  fre- 
quently rated  variables  are  age  of  au- 
tomobile, time  at  employment,  time  at 
address,  occupation,  and  maintenance 
of  checking  and  savings  accounts. 

An  applicant  supplies  the  required 
personal  data  on  a  credit  application 
form.  A  total  point  score  above  the  tar- 
get eitheT  earns  credit  automatically 

it  the  applicant's  credit  history  :s  fac- 
tored into  the  decision.  A  score  less 
than  .he  target  results  in  automatic 
denial  of  credit,  regardless  of  credit 
performance,  which  is  never  checked 

Creditors'  rush  to  introduce  point 
scoring  resulted  from  cost-reduction 
benefits  and  from  passage  of  the 
Equal  Credit  Opportunity  Act.  which 
proscribed  discrimination  on  certain 
illegal  bases  and  prescribed  use  of 
supposedly  demonstrably  and  statisti- 
cally sound,  empirically  derived  point- 
sconng  systems. 

The  Congress  liked  these  systems 
because  they  were  objective;  they  re- 
placed credit  managers'  judgment 
with  sets  of  statistical  relationships. 
However,  the  benefits  accorded  by  ob- 
jectivity may  well  be  overshadowed 
by  costs  not  foreseen  when  the  law  was 
enacted. 


First,  certain  uses  of  point  scoring 
may  be  illegal.  The  personal  data 
used,  though  apparently  neutral,  may 
be  intimately  and  highly  related  :d 
personal  characteristics  that  are  ille- 
gal to  look  into  under  the  law.  Zip  code 
and  owning  or  renting  information 
may  involve  racial  discrimination; 
owning  and  renting  information  may 
involve  marital-status  discrimination; 
time  at  employment  mav  discriminate 
against  women.  The  systems  are  also 
biased,  since,  contrary  to  the  law. 
creditors  use  neither  random  samples' 
of  applicants,  nor  acceptable  alterna- 
tives, to  develop  systems. 

In  addition,  the  systems  do  not  meet 
the  law's  criterion  of  objectivity. 

The  occupation  groups  are  crude, 
judgmentally  formed  aggregates  of  in- 
dividual occupations:  For  instance 
"production  worker"  may  include 
lathe  operator,  dressmaker  and  TV  re- 
pairman. Some  creditors  "doctor"  ob- 
jectively developed  systems  to  make 
the  point  assignments'  more  palatable 
to  credit  managers.  They  also  over- 
ride their  systems  by  awarding  credit 
to  rejected  applicants  who  complain, 
thus  discriminating  against  those  who 
meekly  accept  credit  denial. 

For  systems  that  do  meet  objec- 
tivity requirements,  problems  are 
equally  severe.  For  instance,  the  point 
assignments  for  time  at  address  and 
time  at  employment  are  often  illogi- 
cal. In  a  "typical"  system,  the  points 
awarded  for  time  at  address  are,  less 
than  one  year,  5  points;  one  to  rwo 
years.  0  points;  two  to  three  years,  5 
points;  three  to  five  years.  0  points; 
five  to  nine  years,  5  points;  10  years  or 
over,  20  points! 

Creditors  argue  that  point  scoring 
can  be  valid  only  if  all  criteria  that  re- 
late statistically  to  payment  perform- 
ance are  used.  One  major  retailer  has 
already  demonstrated  that  persons 
whose  last  names  begin  with  "S"  and 
"X"  are  good  risks.  On  that  basis,  hair 
color  and  left-  and  nght-handedness 
could  be  used. 

Most  of  the  personal  characteristics 
used  make  no  sense,  but  advocates  of 
point  scoring  are  unconcerned  about 
such  niceties.  Statistical  prediction, 
they  believe.  Is  the  sole  criterion  for 
choice  of  a  system.  Although  within 
their  own  organizations  they  allocate 
jobs  and  budgets  on  the  basis  of  work 
performance,  they  see  no  contradic- 
tion in  removing  knowledge  of  an  ap- 
plicant's credit  performance  from  the 
credit  decision.  They  are  thus  pre- 
pared to  reject  applicants  who  may 
:iave  excellent  payment  records. 

Point-scoring  systems  may  destroy 
ther.j.-elves  when  credit  applicants. 


learning  that  information  on  forms  is 
often  never  checked,  decide  to  supply 
data  that  will  earn  credit,  even  if  un- 
true. Before  that  happens,  perhaps 
Congress  will  hold  hearings  to  learn 
the  real  impact  of  point  scoring. 

Noel  Capon,  associate  professor  of 
management  at  the  L'mverstty  of  Cali- 
fornia at  Los  Angeles,  is  a  visiting  lec- 
turer at  the  Harvard  Graduate  School 
of  3usiness  Administration 
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tion  of  st  ( rcrarics  and  i.b'.irv  assistants  hod 
poor  payment  records.  In  s>  stem  develop- 
ment the 'bank  tellers  are  treated  not  as 
bank  tellers  per  se.  but  as  members  oi  'he 
arbitrarily  developed  category,  office 
workers.  As  a  result  of  system  develop- 
ment, office  workers  as  a  group  may 
receive  low  point  assignments  because  of 
the  poor  payment  behavior  of  the 
secretaries  and  library  assistants.  In  par- 
ticular, bank  tellers  receive  low  point 
assignments  even  though  the  payment 
performance  of  bank  tellers  was  very 
good. 

In  addition  to  the  issues  of  surrogate  il- 
legal  discrimination    and    fundamental 
system  development  problems,  there  are 
serious  questions  as  to  whether  the  use  of 
certain  variables  either   makes  sense  or 
fulfills  the  objectives  of  ECOA  legislation. 
For  example,  in  one  system  which  I  ex- 
amined,   I    found    the    following    point 
assignments  for  the  variables,  time  at  pre- 
sent address  and  time  with  employer 
Variable  —  Time  at  Present  Address: 
Less  than  6  months  39  points 

6months-1  year  5  months  30  points 
1  year  6  months-3  years  5  months  27 
points 

3  years  6  months-7  years  5  months  30 
points 

7  years  6  months-12  years  5  months 
39  points 

12  years  6  months  or  longerSO  points 
Not  answered  36  points 

Thus,  applicants  who  have  lived  at  their 
present  address  for  less  than  6  months  are 
awarded  39  points,  a  level  which  they 
could  not  reach  again  until  they  had  main- 
tained the  some  residence  for  seven  and  a 
half  years. 

Further,  applicants  who  have  been  resi- 
dent for  between  6  months  and  1  year  5 
months  (30  points)  are  considered  more 
credit  worthy  than  those  resident  for  bet- 
ween 1  years  6  months  and  3"  years  5 
months  (27  points).  A  person  who  didn't 
answer  the  question  receives  more  points 
than  fifth  percent  of  the  time  categories. 
Variable  —  Time  with  Employer: 
Less  than  6  months  31  points 

6  months-5  years  5  months  24  points 
5  years  6  months-8  years  5  months  26 
points 

8  years  6  months-15  years  5 
months  31  points 
15  years  6  months  or  longer39  points 
Homemakers  39  points 
Unemployed  29  points 
Not  answered                       29  points 

An  applicant  who  has  been  with  his 
current  employer  for  less  than  6  months 
cannot  score  more  points,  cannot  be  con- 
sidered more  credit  worthy,  until  he  has 
Deen  witn  nis  employer  tor  more  than  15 
years  6  months.  !t  is  better  to  be  unem- 
ployed than  to  fvie  worked  with  one's 
emplover  for  between  6  months  and  8 
ycat^  5  months. 


Less  you  should  think  this  is  an  isolated 
example.  Fair  Issacs,  the  leading  developer 
of  credit  scoring  systems,  picsen-ed  the 
following  typical  point  assignments  for 
timc-at-address  in  a  comment  to  the 
Federal  Trade  Commission:  less  than  one 
year,  5  points;  one  to  two  years,  0  points; 
two  to  three  years,  5  points;  three  to  five 
years,  0  points;  five  to  nine  years,  5  points; 
ten  years  or  over,  21  points. 

The  Senate  Committee  on  Banking, 
Housing  and  Urban  Affairs,  which  con- 
sidered amendments  to  the  Equal  Credit 
Opportunity  Act,  was  extremely  concer- 
ned that  creditors  advise  applicants  of 
reasons  for  adverse  action,  since  it 
believed  disclosure  was  essential  to 
achieve  the  goals  of  anti-discrimination  of 
the  legislation  However,  it  was  also  con- 
cerned with  the  educational  value  to  ap- 
plicants of  knowing  the  reasons  for  ad- 
verse decisions.  Thus: 

.  .  .we  believe  that  knowing  the 
reasons  for  adverse  action  will,  over 
time,  have  a  very  beneficial 
educational  effect  on  the  Credit 
Consuming  Public. 

It  is  difficult  to  visualize  the  educational 
benefit  for  a  declined  applicant  who  has, 
for  instance,  been  turned  down  for  credit 
in  part  because  of  his  time  at  present  ad- 
dress or  time  with  employer,  to  know  that, 
in  the  short  term,  the  longer  he  retains  his 
residence  and  job,  the  less  credit  worthy 
he  will  become,  and  that  if  he  wants  to  im- 
prove his  chances  of  being  granted  credit 
he  should  move  his  residence  and  quit  his 
job. 

In  passing  the  Equal  Credit  Opportunity 
Act,  Congress  appears  to  have  been  un- 
aware that  points  awarded  to  the  charac- 
teristics time  with  employer  and  time  at 
current  address    might  behave  in  such  a 
nonlinear    manner.    Thus,    in    making 
suggestions    to    creditors    of    forms    for 
notification    of   declined   applicants   the 
Senate  report  offers  the  following: 
.  .  .Your    application    is    declined 
because  it  does  not  meet  our  mem- 
bership requirements  with  respect 
to  length  of  residence. 
or  again, 

It  has  been  our  experience  that  ap- 
plicants who  do  not  meet  these  re- 
quirements at  one  time  may  quaiify 
later  on  after  achieving  additional 
residence  and  employment 
stability.  .  .  . 

A  check  mark  method  for  advising  ap- 
plicants is  also  offered,  an  extended  form 
of  which  forms  part  of  Regulation  B  which 
implements  the  Equal  Credit  Opportunity 
Act. 

Clearly  these  suggestions  do  not  allow 
for  nonlinear  relationships  between  points 
awarded  and  the  variables  of  time  with 
employer  and  time  at  current  address.  A 
strict  interpretation  of  Regulation  B  might 
lead  to  the  conclusion  that  creditors  with 
systems    involving    such    nonlinear 


relationships  are  operating  those  systems 
in  per  se  violation  of  the  Equ.-.i  Credit  Op- 
portunity Acl. 

Now,  developers  of  credit  scoring 
systems  well  undestand  that  such  point 
assignments  might  cause  a  problem,  since 
they  are  totally  lacking  in  face  validity.  In- 
deed, Churchill  and  his  co-authors  have 
argued  in  the  journal  The  Credit  World, 
that  face  validity  is  necessary  for  scoring 
systems,  for  if  it  is  not  present: 

.  .  .  experience  suggests  that  loan 
officers  will  destroy  the  system  by 
making  unwarranted  exceptions  or 
by  assigning  more  palatable  weights 
to  selected  demographic  charac- 
teristics. 

This  problem  is  addressed  in  system 
design.  Let  me  quote  from  a  Fair  Issacs 
Technical  Manual  describing  the  develop- 
ment of  a  typical  credit  scoring  system." 
The  next  step  is  to  define  restrictions 
which  the  population  good/bad  score 
weights  must  satisfy.  These  restrictions  are 
imposed  to  ensure  that  the  set  of  weights 
will  appear  reasonable  to  field  personnel" 
For  example,  'The  points  awarded  to  an 
applicant  under  25  years  of  age  be  less 
than  or  equal  to  the  points  awarded  appli- 
cant who  are  25  to  31.  Similar  restrictions 
are  placed  on  all  other  pairs  of  age 
classifications  with  the  overall  result  that 
older  borrowers  must  receive  more  points 
than  younger  borrowers." 

Other  sample  restrictions  in  this  exanv 
pie  are  that  the  score  for  renting  accom- 
modation be  less  than  or  equal  to  the 
score  for  owning  or  buying,  and  that  the 
scores  for  years  at  the  address  and  years  on 
the  job  must  not  decrease  as  the  number 

of  years  increases.  In  a  sample  credit  scor- 
ing system  development  described  in  the 
booklet,  the  impact  of  these  restrictions  is 
felt  in  three  of  the  seven,  or  over  forty  per- 
cent of  the  demographic  characteristics 
making  up  the  system. 

What  is  the  significance  of  the  employ- 
ment of  this  procedure?  One  of  the 
strongest  arguments  in  favor  of  credit 
scoring  systems  is  they  are  nonjudgmental 
and  thus  individual  applicants  are  not  sub- 
ject to  the  hazards  of  arbitrary  judgments 
by  individuals  credit  managers.  However, 
the  employment  of  a  procedure  such  as 
that  outlines  above  ensures  that  the  biases 
of  field  personnel  are  built  into  the  s\slem 
itself.  The  empirical  purity  of  a  credit  scor- 
ing system  is  thus  severely  compromised 
by  employment  a  procedure  which,  a 
priori,  places  restrictions  on  the  weights. 
Further,  it  insulates  those  biases  irom 
change;  raises  their  usage  to  an  in- 
stitutional level;  and  conceals  'hem  under 
the  aegis  of  scientific  objectivity. 

It  has  been  argued  that  criticism  o!  both 
objective  and  judgmenuily  modified 
systems  represents  a  logical  inconsistency. 
From  my  perspective  both  the  retention  of 
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systems  locking  intuitive  credibility  and 
doctorinR  such  systems  to  lend  them 
credibility  are  unsatisfactory  strategies  (or 
making  an  unacceptable  practice  accep- 
table. 

What  then  is  the  fundamental  issue 
which  divides  the  proponents  of  credit 
scoring  sysiems  from  those  few,  who  at 
the  present  time  have  spoken  out  against 
such  systems.  On  one  issue  at  least  there  is 
total  agreement,  that  by  its  very  nature 
credit  decision  making  is  discriminatory; 
some  people  are  given  credit,  some  are 
not. 

The  issue  that  divides  the  camps  is  the 
choice  of  which  variables  to  use  in  order 
to  perform  that  discrimination.  The 
proponents  of  credit  scoring  argue  that 
they  should  be  allowed  to  use,  indeed  that 
it  invalidates  their  systems  if  they  cannot 
use,  any  variables  which  are  able  to 
separate  statistically  the  goods  from  the 
bads.  At  the  same  time,  however,  they  at- 
tempt to  avoid  usage  of  historic  credit  per- 
formance \ariables,  variables  of  proven 
discriminatory  power  which  also  have  an 
explanatory  relationship  with  future  credit 
performance.  For  credit  scoring  propo- 
nents statistical  discrimination  based  on  in- 
formation which  comes  free  is  the  sole 
criterion  by  which  the  suitability  of  a 
variable  should  be  judged. 

Presumably,  if  it  could  be  shown  that 
blondes  were  more  credit-worthy  than 
brunettes,  that  lefties  were  more 
creditworthy  than  right  handed  persons, 
and  that  persons  wiht  poor  eyesight  were 
more  creditworthy  than  those  wiht  good 
eyesight,  then  the  philosophic  position  of 
credit  scoring  proponents  would  argue  for 
inclusion  of  such  variables  in  their  credit 
scoring  systems.  In  this  vein,  one  fo  the 

major  national  retailers  has  already 
demonstrated  that  the  first  letter  of  a  per- 
sons last  name  is  a  good  discriminator  of 
good  and  bad  credit  risks. 

On  the  other  hand  I  would  argue  that 
the  treatment  of  individual  credit  appli- 
cants as  members  of  arbitrarily  formed 
groups,  groups  formed  on  the  basis  of 
mere  statistical  but  non-explanatory 
relationships  with  credit  performance  is  at 
root,  anathema  to  the  basis  philosophic 
and  cultural  heritage  of  American  civiliza- 
tion. 

No  matter  where  we  look  in  this 
culture,  where  decisions  have  to  be  made 
on  individuals,  those  decisions  are 
typically  made  on  the  basis  of  an  in- 
dividual's anticipated  performance,  a  most 
crucial  indicator  of  which  is  his  actual 
historic  performance  in  a  similar  or  a 
related  area.  How  many  of  you  here  today 
were  promoted  to  your  current  positions 
because  of  your  zip  code  or  the  age  of 
your  automobile?  I  suggest  that  you  wore 
promoted  on  the  basis  of  your  individual 
historic  work  performance  as  being  the 
most  salient  indicator  as  to  how  well  you 
would  perform  in  your  current  job. 

Of  those  of  you  who  went  to  college, 
how  many  of  you  were  selected  by  the 
college  ol  your  choice  on  the  basis  of  your 
father's  occupation  or  whether  or  not  he 
owned   or  rented  your  home;   or   how 


many  of  you  were  selected  because  your 
individual  perform. ince  in  achieving  high 
school    grades    was    worthy    of    the 

educational  institution.  Why  should  this 
concern  for  individual  performance  be 
any  different  in  the  credit  area? 

Is  there  nothing  inherently  wrong  in 
making  a  credit  decision  on  an  individual 
simply  on  the  basis  of  statistical 
relationships,  white  eschewing,  indeed 
avoiding  knowing,  whether  or  not  hie  ap- 
pliant  has  performed  well  or  badly  when 
previously  awarded  credit? 

Indeed,  in  making  credit  denial  deci- 
sions by  a  credit  scoring  system  and 
simultaneously  avoiding  knowledge  of 
credit  history,  creditors  are  turning  down 
for  credit,  applicants  who  have  good 
credit  history  but  whose  demographic 
characteristics  do  not  accord  with  their 
statistical  models. 

I  have  to  ask  you  —  does  that  square 
with  the  American  nation  of  fairness? 

How  mahy  of  you  although  you  might 
be  disappointed,  could  not  accept  being 
turned  down  for  credit  if  you  have  been 
late  paying  your  bills,  or  if  you  had 
defaulted  on  your  previous  Obligations? 

But  how  many  of  you  would  not  object 
strenuously,  even  if  the  system  operated 
within  the  law,  if  you  were  denied  credit 
because  of  the  age  of  ycur  automobile, 
because  you  rented  >oi:r  accommodation, 

because  you  paid  low  rent,  because  of 
your  occupation,  or  because  you  had  om-. 
mitted  to  open  both  savings  and  checking 
accounts  at  your  bank? 

How  many  of  you  would  not  be  es- 
pecially outraged  to  learn  that  not  only 
were  these  irrelevant  criteria  employed, 
but  that  the  actual  system  was  designed  to 
avoid  any  checking  of  your  previous  credit 
performance. 

By  way  of  summary;  for  users  cf  credit 
scoring  systems  there  arc  potential 
problems  looming  large.  The  use  of  such 
systems  may  indeed  be  found  illegal  un- 
der ECOA,  either  by  virtue  of  the  use  of 
variables  acting  as  surrogates  tor  illegal 
characteristics  or  because  the  systems 
themselves  are  statistically  unsound. 

Further,  even  if  not  presently  illegal,  the 
use  of  such  systems,  it  seems  to  me, 
violates  a  fundamental  right,  in  general  ac- 
corded citi.'ens  in  this  society,  the  right  to 
be  trealed  as  ar.  individual,  those  of  you 
who  have  instituted  or  are  considering 
credit  scoring  systems  would  do  well,  I 
believe,  to  weigh  in  the  balance  these 
issues  of  law  and  philosophy  against  the 
cost  savings  you  may  enjoy.  B 

Mr.  Capon  who  at  the  time  of  rhii  speech 
was  a  visiting  lecturer  at  the  Graduate  School  of 
Business  Ac  ministration.  Harvard  University, 
made  his  remarks  at  the  annual  convention  of 
the  Consumers  Bankers  Association. 
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Senator  Tsongas.  Thank  you. 

I'm  going  to  ask  Mr.  Fair  to  proceed.  But  just  one  point:  You 
indicated  that  the  first  letter  of  the  last  name  was  used?  Or  poten- 
tially could  be  used? 

Dr.  Capon.  Yes.  I  was  at  a  meeting  of  the  trustees  of  the  Credit 
Research  Center  of  Purdue  University  2  years  ago  when  I  present- 
ed a  paper.  In  the  discussion  following  the  meeting,  one  of  the 
credit  directors  or  credit  managers  of  one  of  the  major  retailers 
indicated  that  he  had  run  a  statistical  analysis  and  shown  that 
first  letter  of  last  name  in  fact  was  to  some  extent  statistically 
predictive  of  credit  payment  performance. 

Whether  or  not  that  ever  went  into  a  final  scoring  table  was 
never  mentioned.  But  I  think  the  important  point  is  that  that  sort 
of  variable  is  being  considered. 

Senator  Tsongas.  I'm  glad  to  know  that  people  make  their  living 
dreaming  up  these  kinds  of  things.  It's  very  productive. 

Dr.  Fair? 

WILLIAM  FAIR,  PRESIDENT,  FAIR,  ISAAC  &  CO.,  SAN  RAFAEL, 

CALIF. 

Mr.  Fair.  Mr.  Chairman,  I've  noticed  a  couple  of  witnesses  previ- 
ously have  taken  a  little  bit  more  than  10  minutes.  I  can  either 
restrict  myself  to  10  minutes,  or  go  further. 

Senator  Tsongas.  You're  free  to  do  as  you  like.  We're  on  a 
reasonable  time  schedule. 

Mr.  Fair.  Then  I  will  read  the  testimony  as  written. 

My  name  is  William  Fair.  I'm  president  of  Fair,  Isaac  &  Co.  of 
San  Rafael,  Calif. 

production  and  sales  of  credit  scoring  systems 

My  company's  principal  business  is  producing  and  selling  credit 
scoring  systems.  Our  company  has  been  making  scoring  systems  for 
21  years,  during  which  time  we  have  developed  both  the  theory 
and  practice  of  scoring  system  construction. 

We've  delivered  approximately  500  systems  to  approximately  200 
customers,  including  about  half  of  the  50  largest  banks,  20  finance 
companies,  the  3  principal  travel  and  entertainment  cards,  about  a 
dozen  major  petroleum  companies,  about  40  retail  merchants,  and 
several  credit  unions.  In  short,  we  have  had  exposure  to  most 
segments  of  the  consumer  credit  industry. 

Although  credit  scoring  systems  are  relatively  simple  in  princi- 
ple, they  play  a  role  in  the  overall  process  of  granting  credit  which 
is  not.  I  am  here  to  state  some  facts  which  might  otherwise  not  be 
available  to  the  subcommittee,  to  make  some  assertions  relevant  to 
S.  15,  to  state  the  conclusions  we  have  reached,  and  to  offer  some 
recommendations  on  legislation.  Each  of  the  points  I  will  mention 
is  more  fully  covered  in  the  written  testimony  we  are  submitting. 

It  is  well  understood  by  all  present  that  the  issue  before  us  is 
laden  with  emotional  overtones,  and  the  outcome  will  constitute  a 
social  choice  affecting  the  rights  and  privileges  of  several  quite 
different  groups.  My  major  concern  is  that  the  choice  be  made  with 
full  understanding  of  the  consequences,  and  that  any  forthcoming 
legislation  actually  serve  the  purpose  for  which  it  was  intended. 
The  connections  between  the  proposed  law  and  its  possible  effects 
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are  complex,  but  if  these  complexities  are  ignored  or  underestimat- 
ed, the  results  of  the  decisions  of  this  subcommittee  may  be  direct- 
ly contrary  to  the  intention 

To  establish  the  context  in  which  to  discuss  the  complexities 
raised  by  S.  15,  I  would  like  to  offer  the  following  facts: 

One:  A  decision  to  grant  or  withhold  credit  to  an  applicant  is 
made  tens  of  millions  of  times  a  year. 

Two:  20  to  30  percent  of  these  decisions  are  reached,  at  least  in 
part,  through  the  use  of  a  credit  scoring  system. 

Three:  Approximately  10  percent  of  consumer  credit  seekers  do 
not  pay  their  bills  satisfactorily. 

Four:  There  is  no  way  to  distinguish  with  certainty  applicants 
who  will  pay  from  those  who  will  not  pay.  Consequently,  every 
credit  decision  involves  taking  a  risk. 

Five:  Creditors  are  barred  by  a  variety  of  usury  laws  from  pric- 
ing policies  which  would  make  all  levels  of  risk  acceptable.  They 
respond  to  this  limitation,  and  the  dangers  of  misassessing  individ- 
ual  risks  by  rejecting  from   10  to   90   percent  of  all  applicants. 

Six:  Users  of  credit  scoring  systems  make  substantially  fewer 
incorrect  credit  decisions  than  do  users  of  judgmental  systems. 

Seven:  Passage  of  S.  15  will  reduce  the  ability  of  creditors  to 
distinguish  between  applicants  who  will  repay  and  those  who 
won't,  and  more  incorrect  decisions  will  be  made  as  a  result. 

Eight:  All  of  the  50  to  150  items  of  information  available  to  the 
credit  decisionmaker  from  an  application  and  a  credit  bureau 
report  regarding  the  applicant  are  correlated  to  some  degree  both 
to  payment  behavior  and  to  each  other.  Conclusions  reached  with- 
out appreciation  of  this  fact  are  often  wrong. 

Nine:  The  commonly  held  view  that  there  is  an  established 
causal  relation  between  payment  behavior  and  application  data— 
for  example,  disposable  income— is  a  myth.  The  only  predictions- 
repeat,  only— that  have  been  demonstrated  to  be  accurate  rest  on 
counting  events  whose  causal  relations  are  not  necessarily  appar- 
ent. 

I  would  like  next  to  offer  some  assertions  that  we  believe  to  be 
true,  and  for  which  we  offer  supporting  data  and  discussion  in  our 
written  testimony.  These  assertions  are: 

One:  The  result  of  diminished  capability  to  distinguish  payers 
from  nonpayers  will  be  that  more  applicants  will  be  turned  down 
for  credit,  unless  credit  grantors  are  in  some  way  required  to 
accept  the  larger  losses  inherent  in  their  reduced  ability  to  distin- 
guish among  applicants. 

Two:  At  no  time  within  the  past  20  years  has  our  company 
encountered  a  credit  grantor  who  pursued  other  than  his  legiti- 
mate business  interests  as  a  matter  of  policy  in  extending  credit. 

Three:  Credit  grantors,  particularly  those  not  using  scoring,  are 
in  genuine  doubt  as  to  what  constitutes  adherence  to  the  law 
Ultimately,  conformance  with  the  law  will  have  to  be  defined  in 
terms  of  an  acceptable  value  of  the  difference  between  the  accept- 
ance rate  of  a  protected  group,  and  that  of  a  nonprotected  group. 

four:  Passage  of  S.  15  would  add  to,  rather  than  relieve,  the 
creditor  s  confusion  as  to  what  constitutes  compliance  with  the  law. 

five:  The  differential  effect  of  S.  15  on  the  various  protected 
groups  is  unknown. 
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Six:  The  argument  that  place  of  residence  is  a  surrogate  for  race 
is  simplistic.  While  it  may  hold  in  some  specific  instances,  it  obvi- 
ously fails  if  the  unit  of  measurement  is  large,  such  as  a  county  or 
a  State. 

Seven:  The  problem  of  writing  interpretive  regulations  to  imple- 
ment S.  15  are  large.  It  will  be  very  difficult  to  avoid  unintended 
secondary  effects. 

LACK   OF   UNDERSTANDING   CREDIT  SCORING 

The  first  conclusion  that  we  have  reached  is  that  there  is  a 
serious  lack  of  understanding  of  the  role  of  information  in  granting 
the  credit,  as  well  as  a  misunderstanding  of  what  legislation  can 
and  cannot  do. 

In  the  interests  of  clarifying  this  role  of  information  as  it  per- 
tains to  the  situation  the  subcommittee  faces,  I  would  like  to  intro- 
duce an  analogy  which  is  less  emotionally  charged.  Suppose  that 
you  were  a  member  of  a  tournament  committee  responsible  for 
selecting  100  out  of  150  golfers.  You  have  their  qualifying  round 
scores,  and  you  are  now  asked  to  vote  for  one  of  three  alternative 
ways  of  picking. 

One,  you  may  eliminate  the  scores  of  all  the  players  on  the  three 
longest  holes,  then  rank  and  make  the  cut. 

Two,  you  may  eliminate  the  scores  of  all  the  players  on  the  three 
shortest  holes,  then  rank  and  make  the  cut. 

Three,  you  may  rank  the  candidates  on  the  basis  of  their  total 
scores  on  all  18  holes,  and  then  cut. 

Clearly,  if  alternative  one  is  selected,  you  will  discriminate 
against  the  long-ball  hitters.  If  you  pick  alternative  two,  you  will 
discriminate  against  the  good  putters.  Alternative  three  will  select 
the  best  golfers  and  will  be  preferred  in  all  but  the  most  unusual 
circumstances. 

What  may  not  be  so  clear  is  that  alternative  three  is  preferred 
because  it  is  the  only  one  that  makes  use  of  all  of  the  information 
that  is  available.  Any  reduction  in  the  information  used,  as  illus- 
trated in  alternatives  one  and  two,  will  lead  to  a  lower  quality  field 
if  the  required  fraction  of  acceptees  is  left  unchanged. 

Now  assume  that  your  committee  chooses  alternative  one,  for 
some  unexplained  reason,  and  also  that  the  chairman  insists  that 
the  quality  of  the  field  be  as  good  as  it  would  have  been  under 
alternative  three.  Then  it  is  inevitable  that  there  will  be  fewer 
than  100  starters,  because  only  alternative  three  can  produce  the 
best  field.  Also,  by  implication  the  committee  has  made  a  social 
choice  favoring  good  putters  over  good  drivers. 

In  the  world  of  credit  granting,  the  committee  chairman's  role  is 
occupied  by  the  creditor.  He  decides  on  the  quality  of  the  appli- 
cants that  will  be  accepted.  I  want  to  emphasize  that  unless  you 
assume  the  credit  grantors  will  accept  a  lower  overall  quality  of 
their  acceptees,  which  means  an  increase  in  losses,  passage  of  S.  15 
will  result  in  lower  acceptance  rates.  And  I  hope  it  is  clear  that  the 
burden  of  this  diminished  acceptance  rate  will  not  fall  on  the  Jack 
Nicklauses,  the  wealthy  who  make  the  cut  easily.  It  will  fall  on  the 
people  who  just  make  the  cut  now,  those  who  may  already  have 
had  difficulties  in  getting  credit. 
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Pursuing  the  analogy,  if  one  proposes  to  favor  good  putters  over 
good  drivers,  on  the  grounds  that  good  putters  as  a  group  contain  a 
higher  fraction  of  members  deserving  advantage,  it  is  vital  that 
two  questions  be  answered. 

One,  does  a  significant  correlation  really  exist  between  being  a 
good  putter  and  meriting  favored  treatment?  Is  place  of  residence 
really  a  surrogate  for  race?  With  the  possible  exception  of  regions 
as  small  as  five-numbered  ZIP  codes,  we  think  it  is  not. 

Two,  is  it  true  that  good  drivers  deserve  to  be  penalized?  It  is  a 
delusion  to  believe  that  the  good  drivers  will  be  unaffected  if  the 
long  holes  are  not  counted.  It  is  equally  a  delusion  to  assume  that 
the  nonfavored  applicants  will  not  be  penalized  by  S.  15. 

Our  second  conclusion  is  that  the  concept  of  fairness  is  at  the 
center  of  much  of  the  disagreement  that  exists  on  the  subject  of 
credit  granting. 

For  example,  it  is  held  to  be  unfair  to  penalize — and  both  those 
words  are  in  quotes — an  applicant  on  the  basis  of  his  place  of 
residence.  This  is  a  view  that  fails  to  consider  the  idea  of  fairness 
as  applied  to  at  least  two  other  groups  whose  interest  is  affected  by 
S.  15.  The  first  group  consists  of  savers,  whose  money  is  being  lent 
when  credit  is  extended.  Is  it  fair  to  them  to  require  that  they  take 
a  higher  risk,  when  there  is  a  lower  risk  available  to  them  with  the 
same  rate  of  return?  The  second  group  consists  of  taxpayers.  Is  it 
fair  to  them  to  have  tax  dollars  spent  in  the  administration  of  a 
law  when  the  connection  between  the  law's  intent  and  its  likely 
result  is  at  best  ephemeral,  and  possibly  counterproductive? 

No  one  can  deny  the  emotional  appeal  of  the  argument  that  an 
applicant  should  not  be  rejected  on  the  basis  of  the  location  of  his 
home.  Most  other  items  of  information  elicited  about  an  applicant 
for  credit  are  subject  to  similar  criticism.  However,  when  an  appli- 
cant has  been  declined,  all  that  an  outside  observer  can  see  is  the 
information  known  about  the  applicant  and  the  decision  rendered. 
These  data  do  not  support  a  conclusion  of  malevolence. 

Refusal  by  a  creditor  to  accept  a  risk  perceived  to  be  high  is 
clearly  justifiable  on  economic  grounds  alone.  However,  as  soon  as 
an  observer  denies  the  presence  of  risk  by  postulating  a  model  that 
determines  human  behavior  with  100  percent  accuracy,  only  the 
inference  of  malevolence  remains. 

But  the  fact  of  the  matter  is  that  risk  does  exist,  because  the 
causal  model  does  not;  and  the  presumption  of  unfairness  is  inval- 
id. A  creditor  cannot  avoid  all  acceptance  decisions  that  lead  to 
losses;  neither  can  he  avoid  decisions  to  reject  that  would  have  led 
to  profit  had  he  accepted  the  applicant.  The  inevitable  consequence 
of  our  incomplete  understanding  of  human  behavior  is  that  some 
uncreditworthy  people  will  be  accepted  and  some  creditworthy 
people  will  be  declined.  These  errors  can  be  minimized,  but  they 
cannot  be  eliminated. 

The  important  point  is  that  they  will  be  minimized  only  by 
intelligently  using  all  of  the  information  that  can  be  made  availa- 
ble. It  follows  that  the  villain  of  the  piece  is  not  a  possibly  racist  or 
misogynistic  credit  grantor,  not  a  possibly  dishonest  applicant,  not 
an  unfeeling  designer  of  credit  scoring  systems,  but  the  absence  of 
knowledge  and  information.  Any  legislation  such  as  S.  15  which 
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serves  to  reduce  knowledge  and  information  will  reduce  credit 
availability  to  the  very  people  of  immediate  concern. 

On  the  principle  that  more  good  decisions  will  be  made  in  the 
presence  of  information  than  in  its  absence,  we  make  the  following 
recommendations: 

One,  do  not  forward  S.  15  to  the  full  committee.  The  end  result  of 
passing  this  bill  would  be  to  reduce  the  amount  of  credit  available; 

DEFINE    DISCRIMINATION 

Two,  forward  to  the  full  committee  a  bill  which  defines  discrimi- 
nation in  terms  of  a  legally  acceptable  difference  in  the  acceptance 
rate  of  each  protected  class  from  that  of  the  public  at  large.  State 
this  requirement,  and  let  information  flow  freely  as  creditors 
pursue  their  legitimate  business  interests; 

Three,  encourage  by  any  means  available  to  you  a  deeper  under- 
standing on  the  part  of  the  borrowing  public  of  the  role  and  value 
of  information  in  reaching  a  credit  decision. 

Thank  you  for  your  time. 

[The  complete  statement  of  Mr.  Fair  follows:] 
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?air,  Jst 
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TESTIMONY  ON   S.    15   -  JUNE   4,    1979 


This  testimony  is  submitted  to  the  Consumer  Affairs  Subcommittee  of  the 
Senate  Banking  Committee  at  the  invitation  of  the  Chairman  of  the  Sub- 
committee, Senator  Paul  E.  Tsongas.  The  testimony  concerns  the  bill 
designated  as  S.  15,  introduced  by  Senator  Carl  Levin,  and  is  directed, 
therefore,  to  the  issues  associated  with  barring  the  use  of  the  place  of 
residence  of  an  applicant  as  a  factor  to  be  included  in  reaching  credit 
decisions. 

A  summary  of  this  testimony  has  been  prepared  for  oral  presentation  to 
the  Subcommittee  in  the   form  of: 

1.  A  statement  of  qualifications 

2.  A  set  of  facts 

3.  A  set  of  assertions 

4.  Two  conclusions,  and 

5.  Three  recommendations. 

The  same  format  is  followed  in  this  written  testimony,  but  additional 
discussion  is  included  on  each  point  that  was  omitted  from  the  oral 
presentation  in  view  of  the  limited  time  allotted. 


1.   QUALIFICATIONS 

My  qualifications  to  offer  this  testimony  are  as  follows: 

1.  For  twenty-one  years    I   have  been   President  of  Fair,   Isaac   and 

Company,   Incorporated ,  or     member     of     the     partnership     that 
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preceded  it.  During  this  interval  our  principal  business  has 
been  the  development  of  the  theory  and  practice  of  credit 
scoring   systems. 

2.  During  the  first  decade  of  our  company's  existence  I  was 
directly  involved  in  the  development  of  the  mathematical 
tools  and  computer  programs  that  form  the  basis  for  the 
calculation  of  scoring  weights  used  in  all  the  scoring 
systems  produced  by  our  company.  These  tools  made  possible 
the  first  successful  reduction  to  practice  of  an  idea  that 
goes  back  to  at  least  1940  and  probably  much  earlier. 

3.  During  the  second  decade  of  the  company's  existence  I  have 
continued  to  be  involved,  now  in  association  with  a  group  of 
statisticians  and  analysts  in  the  company's  employ,  in  the 
further  development  of  the  mathematical  basis  for  credit 
evaluation.  My  colleagues  and  I  carry  on  research  to  advance 
the  state  of  the  science  of  scoring  system  design  with  the 
goal    of  maintaining    leadership  in  our  chosen   field. 

4.  I  have  developed,  or  supervised  the  development  of,  or  have 
had  final  responsibility  for  the  development  of  more  than  500 
credit  scoring  systems.  The  list  of  customers  for  whom  we 
have  made  scoring  systems  is  attached  as  part  of  this 
testimony. 
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FACTS 

1.  The  consumer  credit  industry  is  large  and  tens  of  millions  of 
credit  decisions  are  made  each  year.  Credit  is  extended  by 
banks,  finance  companies,  merchandisers,  oil  companies,  air 
lines,  car  rental  services,  and  many  other  business 
enterprises.  Applications  for  credit  are  received  by  these 
various  businesses  in  numbers  as  low  as  a  few  per  month  (by  a 
very  small  bank)  and  as  high  as  hundreds  of  thousands  per 
month  (by  a  major  merchandising  company).  Approximately  250 
billions  of  dollars  of  consumer  credit,  excluding  home 
mortgages,  are  outstanding  today,  and  the  record  shows  rapid 
growth  over  each  of  the  past  ten  years. 

2.  Somewhere  in  the  range  of  20%  to  30%  of  all  credit 
applications  are  scored.  Figures  are  not  available  to  make 
an  accurate  estimate  of  the  extent  of  scoring  system  usage 
but  it  is  known  that  most  of  the  very  large  credit  grantors, 
i.e.  the  large  banks,  national  merchandising  concerns,  major 
oil  companies,  and  travel  and  entertainment  cards  score  their 
applicants.  Credit  scoring  affects  a  significant  fraction  of 
all    credit  extension  decisions  but   not   the  dominant   fraction. 

3.  Approximately  10%  of  American  consumer  credit  seekers  do  not 
pay  their  bills.     This  estimate   should   be   understood  to  be  an 
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average  over  the  whole  of  the  credit  industry.  Credit 
unions,  for  example,  have  a  high  quality  of  applicants  and 
would  not  experience  a  10%  loss  rate  if  they  accepted  every 
applicant.  Petroleum  companies,  on  the  other  hand,  would 
experience  a  very  high  loss  rate  if  they  accepted  all  their 
applicants.  Population  ratios,  that  is  the  number  of  payers 
per  non-payer  in  an  applicant  population,  range  from  as  high 
as  100  to  1  to  as  low  as  3  to  1. 

There  is  no  way  to  distinguish  with  certainty  applicants  who 
will  pay  their  bills  from  those  who  will  not.  The  score 
weights  included  in  a  credit  scoring  system  are  calculated  so 
that  to  the  maximum  degree  possible  payers  get  high  scores 
and  non-payers  get  low  scores.  However,  even  when  the  best 
available  mathematical  technique  is  applied  to  the  totality 
of  information  available,  there  is  a  sustantial  overlap  of 
the  scores  of  the  payers  with  those  of  the  non-payers,  as  is 
illustrated  in  Figure  1.  In  this  example  the  figure  shows 
that  there  are  about  23  times  as  many  payers  who  score  225 
points  as  there  are  non-payers  with  that  score.  If  the 
creditor  accepts  all  applicants  who  score  225  points,  he  will 
suffer  a  loss  to  one  out  of  24  acceptees.  This  is  equivalent 
to  saying  that  he  runs  a  risk  of  one  chance  in  24  that  any 
particular  acceptee    scoring  225  won't   pay. 
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FIGURE  1 


PAYERS 


CREDIT  SCORE 


DISTRIBUTIONS  OF  CREDIT  SCORES  OF  PAYERS  AND  NON-PAYERS 
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5.  Usury    laws    prevent    creditors    from    setting    prices    (interest 

rates)  at  levels  which  would  permit  them  to  accept  all 
applicants.  When  the  risk  is  very  high  as  in  the  "loans  by 
mail"  offered  by  some  finance  companies,  the  acceptance  rates 
are  as  low  as  10%  to  20%.  At  the  other  extreme,  some  high 
fashion  merchandisers,  catering  to  a  very  specialized 
clientele,  find  that  they  can  profitably  extend  credit  to  as 
high  as  90%  or  more  of  their  applicants.  The  very  common 
limit  of  18%  APR  leads  to  acceptance  rates  varying  from  about 
40%  to  70%. 

6.  Credit  scoring  systems  are  purchased  by  their  users  because 
they  allow  the  creditor  to  reduce  his  losses  by  about  25% 
while  holding  his  acceptance  rate  constant,  or  to  raise  his 
acceptance  rate  substantially  while  keeping  his  losses 
constant.  Regardless  of  which  way  the  creditor  choses  to 
take  his  gain,  it  is  made  possible  because  credit  scoring 
leads  to  a  higher  fraction  of  correct  decisions  than  the 
judgemental    scheme  it  replaces. 

7.  It  is  provable  mathematically  as  well  as  intuitively  obvious 
that  any  reduction  in  information  available  to  a  decision 
maker  can  never  lead  to  better  decisions  but  will  almost 
always  lead  to  worse  decisions.  Passage  of  S.  15  would 
reduce    information   legally  usable   by  a    creditor  and   hence   he 
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will  be  less  able  to  distinguish  between  applicants  who  will 
pay  and  those  who  will    not. 

8.  Most  of  the  50  to  150  items  of  information  available  to 
credit  grantors  at  the  time  they  decide  to  accept  or  decline 
an  applicant  are  correlated  with  payment  behavior  to  some 
degree,  and  are  therefore  potentially  useful  in  a  scoring 
system.  Home  owners,  for  example,  usually  show  somewhat 
better  payment  performance  than  non-home  owners,  although  not 
all    non-home  owners    prove  to  be  non-payers. 

However,  all  of  the  items  of  information  from  the  application 
and  the  bureau  report  are  also  correlated  in  some  degree  with 
each  other.  For  example,  older  people  are  more  apt  to  be 
home  owners  than  are  younger  people.  Because  of  this  fact 
one  cannot  simply  sum  the  contributions  to  distinguishing 
power  for  each  of  the  predictive  items  to  find  a  total.  The 
contribution  to  overall  predictive  power  of  anyone  predictor 
depends  on  the  presence  or  absence  of  every  other  potential 
predictor. 

9.  Many  people  including  experienced  loan  officers  have  declared 
knowledge  of  what  "causes"  nonpayment  of  debt  and  imply  that 
they  can   predict   with   100%  accuracy   who  will    pay  and   who  will 
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not.  In  technical  language  their  assertion  is  that  they  have 
a  causal  model  equivalent  in  reliability  to  Newton's  laws  of 
motion. 

These  statements  are  false.  No  causal  model  of  credit 
behavior  has  ever  been  demonstrated  to  work.  However 
attractive  the  idea  may  be,  there  is  as  yet  no  way  to  know 
which   credit    applicants    will    pay  their   bills    and    which    will 

not. 

Furthermore,  there  are  few,  if  any,  causal  models  for  any 
aspect  of  human  behavior.  We  do  not  know  why  young  people 
become  delinquents,  though  there  are  a  lot  of  theories.  We 
do  not  know  why  one  student  succeeds  in  school  and  another 
fails,  although  again  there  are  a  host  of  theories.  We  do 
not  know  what  makes  people  criminals,  cardinals,  or  congress- 
men. There  are  as  many  models  of  the  national  economy  as 
there  are  economists  but  none  of  these  models  has  ever  been 
claimed,  let  alone  demonstrated,  to  be  causal.  Knowledge  and 
understanding  of  human  behavior  in  the  field  of  economics  are 
insufficient  to  understand  the  national  economic  structure  so 
we  have  fallen  back  on  what  we  do  know;  the  statistics  that 
we  can  observe  and  gather.  Economic  indicators  are  not  in 
any  sense  understood  or  assumed  to  be  causal  of  economic 
behavior  but  they  are  noted  to  be  related  to  some  useful 
predictive  degree   to   general    economic  behavior. 
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The  consequence  of  the  absence  of  the  causal  model  is  that  we 
must  seek  for  relationships  even  though  we  do  not  understand 
the  mechanism  of  any  particular  relation.  Boxcar  loadings 
are  of  interest  to  the  economist,  since  there  appears  to  be 
some  connection  between  the  volume  of  such  carloadings  and 
the  health,  however  defined,  of  the  economy,  but  no  one 
pretends  to  understand  the  exact  mechanism  that  relates  one 
to  the  other. 

The  same  is  true  in  credit.  Since  we  do  not  know  why  one 
person  pays  some  particular  creditor  while  another  does  not, 
we  must  seek  for  any  relationships  we  can  find.  Over  many 
years  credit  grantors  have  learned  to  ask  the  questions  that 
appear  on  applications  for  credit.  Analysis  of  the  manner  in 
which  these  questions  bear  on  creditworthiness  is  the  central 
feature  of  credit  decision  making. 

A  common  cliche  states  that  credit  should  be  extended  only  to 
those  who  are  willing  and  able  to  pay,  and  defines  such 
people  to  be  creditworthy.  This  is  another  version  of  the 
causal  model  argument,  here  one  step  removed.  The  one  step 
removal  is  necessary  to  account  for  the  fact  that  hoverever 
causal  this  so-called  model  is,  five  billions  of  dollars  will 
be  lost  this  year  due  to  bad  credit  decisions.  The  excuse 
provided   is  that  the  credit  grantor  in     some     way     failed     to 
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establish  either  the  willingness  or  the  ability  or  both.  If 
the  causal  model  actually  did  exist,  there  would  be  no  need 
for  the  excuse. 

The  briefest  examination  of  the  "willingness  and  ability" 
argument  shows  it  to  be  without  content.  The  concept  of 
willingness  is  intangible  and  unmeasureable.  No  two  credit 
analysts  will  attribute  the  same  quantity  of  willingness  to 
any  individual  because  there  is  no  unit  of  measure  that  can 
be  called  upon.  Frequently  one  hears  the  proposal  that 
previous  credit  performance  be  used  as  the  measure  of 
willingness,  here  again  hypothesizing  a  causal  relationship 
between  previous  credit  performance  and  the  intangible 
"willingness",  even  though  no  such  causal  relationship  can  be 
shown.  What  can  be  shown,  and  is  obvious  to  the  most  casual 
observer,  is  that  previous  credit  performance  is  a  useful  but 
not  a  determinative  predictor  of  future  credit  performance. 
It  is  not  uncommon  for  80%  of  the  applicants  for  credit  who 
later  fail  to  pay  to  have  entirely  satisfactory  credit 
ratings.  At  the  same  time,  it  is  not  unusual  for  a 
substantial  number  of  applicants  who  show  subsequent  credit- 
worthy behavior  to  have  had  various  levels  of  unsatisfactory 
payment   performance  in  the   past. 


Proponents    of    the    "credit    record    is    proof    of    willingness" 
theory  carefully  avoid  comment  on  those  who  have  no   previous 
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credit  record.  One  of  the  stated  goals  of  the  Congress  in 
seeking  equal  credit  opportunity  is  to  make  credit  available 
to  people  who  have  never  before  been  able  to  take  advantage 
of  it.  The  "willingness"  school  would  either  deny  all  such 
people  access  to  credit,  since  they  cannot  demonstrate 
willingness,  or  would  require  that  creditors  accept  them  all. 
Note  that  no  halfway  position  is  logically  tenable.  Either 
extreme  position  is  clearly  without  merit.  A  further  fault 
of  this  theory  is  shown  by  the  most  cursory  examination  of 
any  set  of  credit  bureau  reports.  They  show  that  many 
individuals  have  entirely  satisfactory  payment  performance 
for  many  of  their  creditors  but  unsatisfactory  performance 
for     others.  Under      the      "willingness"      theory     this      is 

impossible. 

The  other  end  of  the  "willingness  and  ability"  argument  is 
equally  invalid.  While  "ability  to  pay"  appears  at  first 
glance  to  be  a  little  easier  to  measure  than  "willingness", 
in      practice     it     is     elusive.  Income     alone     is     clearly 

insufficient  to  show  ability.  The  fraction  of  income 
available  after  previous  obligations  are  satisfied  has  a 
face-attraction  of  being  a  powerful  predictor  of  payment. 
Unfortunately,  many  tests  have  consistently  denied  this 
hypothesis.        In  over  one  quarter  of  the   scoring  systems  made 


11 


199 


FAIR,    ISAAC   AND  CO.,    INC.   TESTIMONY  ON   S.    15    -  JUNE   4,    1979 


by  our  company  income  does  not  appear  because  it  has  been 
demonstrated  to  add  no  significant  predictive  power  when 
tried    in  conbination  with  other  items. 

We  recently  tested  the  "ability  and  willingness"  theory  by 
examining  what  would  happen  if  previous  credit  history  and 
fraction  of  income  available  for  new  debt  were  the  sole 
components  of  a  scoring  system.  The  results  showed  that  this 
idea  is  considerably  less  useful  than  any  judgmental  credit 
evaluation  process  with  which  we  are  familiar  and 
approximately  one  third  as  effective  as  a  well  designed 
credit  scoring  system.  The  result  of  the  use  of  the 
"willingness  and  ability"  model,  aside  from  arbitrarily 
denying  credit  to  millions  of  people  who  have  no  previous 
credit  history,  would  be  to  reject  more  than  twice  as  many 
applicants  as  are  rejected  using  scoring  systems.  Taking  the 
average  rejection  rate  for  consumer  credit  to  be  between  30% 
and  40%,  and  using  a  figure  of  thirty  million  applicants  per 
year,  the  "willingness  and  ability"  school  would  deny  credit 
to  a  minimum  of  ten  million  individuals  who  would  be 
correctly  identified  as  creditworthy  by  a  properly  designed 
scoring  system. 
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3.        ASSERTIONS. 

1.  The    result    of    diminished    capability    to    distinguish    payers 

from  non-payers  will  be  that  more  applicants  will  be  turned 
down  for  credit  unless  credit  grantors  are  in  some  way 
required  to  accept  the  larger  losses  inherent  in  the  reduced 
ability  to  distinguish  among  applicants.  The  inevitability 
of  the  truth   of  this  statement   is  demonstrated   in   Figure  2. 

Three  cases  are   illustrated  in  Figure  2: 

Case  1:  Given  no  information  whatsoever  on  which  to  base 
acceptance  decisions,  as  illustrated  by  the  dashed  line,  a 
creditor  will  make  decisions  no  better  than  if  he  flipped  a 
coin  to  decide  each  case.  If  he  accepts  50%  of  the 
applicants,  he  will  accept  50%  of  the  non-payers.  If  he 
accepts  75%  of  the  applicants,  he  will  accept  75%  of  the 
non-payers. 

Case  2:  Given  almost  perfect  information,  as  illustrated  by 
the  dot-dash  line  at  the  bottom  and  the  right  of  Figure  2,  he 
can  accept  90%  or  more  of  the  applicants  and  he  will  accept 
only  a  very  small    percentage  of  the  non-payers. 

Case  3:  Given  any  particular  creditor's  real  world  options, 
as    illustrated   by  the      solid     curved      line,     and     his     chosen 
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operating  point,  as  shown,  what  happens  when  information  is 
denied  by  law?  The  answer  is  that  the  creditor's  choice  of 
options  moves  to  the  abbreviated  line  with  the  illustrative 
points  _1   and  2. 

If  he  moves  to  point  2  in  response  to  the  legal  restriction, 
his  acceptance  rate  remains  constant  but  his  losses  go  up. 
If  he  moves  to  point  _1_»  hi$  losses  stay  constant  and  his 
acceptance  rate  goes  down.  If  he  chooses  a  point  in  between 
points  1  and  2,  the  losses  will  go  up  by  a  smaller  fraction 
and  the  acceptance  rate  will  go  down  by  a  smaller  fraction. 
Given  a  reduction  in  information,  the  maximum  acceptance  rate 
under  the  new  regime  will  certainly  be  no  larger  than  under 
the  old.  Our  assertion,  based  on  observation  of  how  credit 
grantors  actually  behave,  is  that  creditors  will  refuse  to 
absorb  all  of  the  increased  losses  and  will  move  toward  the 
point  of  not  increasing  losses,  with  the  result  that 
acceptance  rates  will    decline. 

2.  At  no  time  in  the  past  20  years  has  our  company  encountered  a 
credit  grantor  who  pursued  other  than  his  legitimate  business 
interests  as  a  matter  of  policy  in  extending  credit.  It  is 
possible  that  individual  managers  of  highly  decentralized 
national  credit  grantors  have  not  conformed  to  their 
company's   policies  and  that  we  are  not  aware  of  the  practice. 
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However,  any  allegation  of  widespread  invidious  discrimina- 
tion is  totally  inconsistent  with  our  experience.  The 
American  credit  grantor  pursues  his  interests  vigorously  and 
to  the  best  of  our  powers  of  observation  is  oblivious  to 
other  motivations. 

3.         Credit  grantors,  particularly  those  not  using  scoring,  are  in 
genuine  doubt  as  to  what  constitutes  adherence  to  the  law. 

Understanding  of  this  assertion  requires  that  a  careful 
distinction  be  made  between  a  subjective  and  an  objective 
method  of  reaching  credit  decisions.  The  subjective  method, 
often  called  "judgmental",  is  a  process  wherein  a  human  being 
examines  an  application,  often  accompaninea  by  a  credit 
bureau  report,  and  then  renders  his  decision  to  accept  or  to 
reject  the  applicant.  Whether  he  realizes  it  or  not,  he  is 
scanning  anywhere  from  50  to  150  items  of  information  about 
the  applicant.  Presumably  he  is  also  calling  upon  his  memory 
of  the  payment  performance  of  applicants  he  has  approved  in 
the  past,  and  in  some  way  operating  on  the  two  sets  of  data 
to  reach  his  decision.  This  is  clearly  a  difficult  process, 
if  only  because  there  is  so  much  data  involved  and  it  is 
probably  compounded  by  the  vagaries  of  human  memories.  No 
one  has  ever  attempted,  let  alone  succeeded,  in  describing 
how  this  process  works.  We  are  limited  to  observing  the 
decision  itself  and  that  is  all.       When     asked     to     give     his 
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reasons  for  any  particular  decision,  the  judgmental  credit 
grantor  finds  it  difficult  to  respond,  not  because  he  is 
being  evasive,  but  because  he  genuinely  doesn't  know.  He  is 
clearly  aware  of  the  concept  of  risk  and  knows  that  he  must 
act  responsibly  to  his  perception  of  the  risk  at  hand.  So  he 
acts  -  but  he  acts  without  quantitative  understanding  of  why 
he  did  so. 

The    objective    method    proceeds    very   differently.       It    starts 
with    a    research    team    sampling    the    past    experience    of    the 
credit     grantor     and      identifying      payers,      non-payers,     and 
turned   down    applications.       All    of   the    data    for    each    of   the 
applicant    groups    is    recorded    in    computer    readable    form    and 
score    weights    are    then    computed.        There    are    millions    of 
computations    and,    of    course,    a    myriad    of    technical    details 
involved,  but  they  are  not   relevant   here.     The  most   important 
point  is  that  the  score  weights  are  calculated  so  that  to  the 
greatest  degree   possible,  the   payers  get   high    scores  and  the 
non-payers    low   scores.      This    set    of    weights    is   then   used   to 
score     new     applications     as     they     arrive     and     when     strict 
adherence     to     scoring     strategy     is     observed,     applications 
scoring    above    the    level    the    credit    grantor    believes    profi- 
table  are  accepted,  the   remainder  are  declined. 

The     reason     for    focusing    attention    on    these    two    different 
methods     of  reaching  decisions     is  that  they  lead  to  two   very 
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different  problems  in  law  enforcement  and  indirectly  to 
different  problems  in  legal  draftsmanship.  When  marital 
status  was  prohibited  as  a  basis  on  which  a  credit  decision 
could  be  based,  our  company  (and  we  assume  other  scoring 
system  designers)  made  new  computations  for  our  customers  to 
eliminate  this  characteristic  from  their  scoring  systems 
thereby  keeping  them  in  compliance  with  the  law.  There  was 
no  question  raised  about  so  doing  either  by  our  customers  or 
ourselves.  The  very  objectivity  of  the  process  made  the 
necessary  changes  evident  and  there  could  be  no  mistake  made 
by  a  compliance  enforcement  officer  that  both  the  spirit  and 
the  letter  of  the  law  had  been  obeyed. 

But  consider  the  plight  of  the  enforcement  officer  when  he  is 
called  upon  to  review  complaince  of  a  judgmental  credit 
granting  process,  should  S.  15  become  law.  There  is  no 
analog  to  the  act  of  removing  a  geographical  characteristic 
from  a  scoring  system  and  it  seems  unlikely  that  human  credit 
decision  makers  will  record  their  reasons  for  rejection  in  a 
way  that  shows  direct  disobedience  of  the  law.  So  what  must 
the  compliance  officer  do?  He  is  forced  to  invoke  the 
effects  test  philosophy  and  to  observe  how  many  of  the 
various  protected  classes  have  been  rejected  as  compared  to 
the  number  of  the  non-protected  class  that  were  rejected. 
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Having  counted  the  various  statistics,  he  now  faces  the 
central  problem,  and  one  on  which  no  one  has  yet  provided  any 
guidance:  What  constitutes  a  "disproportionate"  fraction  of 
turn  downs  from  a  protected  class?  Is  it  a  difference  of  one 
tenth  of  one  percent?  Is  it  one  percent?  Ten  percent?  The 
compliance  officer  may  decide  what  is  "disproportionate"  on 
his  own  or  it  may  pass  up  the  administrative  chain,  but 
whoever  decides  will  find  that  the  written  record  is  of  very 
little  help. 

We  realize,  of  course,  that  this  is  not  a  simple  choice  to 
make  and  that  undertaking  such  a  choice  goes  beyond  the 
statement  of  S.  15.  It  is  nonetheless  near,  if  not  at,  the 
core  of  the  situation  to  which  this  testimony  is  directed. 
As  matters  stand  if  use  of  an  applicant's  place  of  residence 
is  barred  as  a  basis  on  which  a  credit  decision  is  made, 
scoring  system  users  can  react  as  they  did  in  the  case  of 
marital  status  in  order  to  comply  and  their  compliance  can  be 
verified.  But  because  perhaps  three  fourths  of  all  credit 
decisions  are  made  judgmentally ,  and  because  compliance  by 
judgmental  credit  grantors  is  undefined  in  a  practical  sense 
for  the  reasons  just  given,  the  legislation  is  unlikely  to 
achieve  what  its  supporters  seek. 
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Passage  of  S.  15  would  add  to,  rather  than  relieve,  the 
creditor's  confusion  as  to  what  constitutes  compliance  with 
the  law. 

Additional  confusion  is  inevitable  because  "place  of 
residence"  is  an  item  of  information  that  an  applicant  must 
give  to  permit  response  by  mail.  It  cannot  be  made  illegal 
to  ask  for  an  address,  as  it  can  be  made  illegal  to  ask  for 
sex.  Accordingly,  all  the  problems  described  above  are 
exacerbated. 

The  differential  effect  of  S.  15  on  the  various  protected 
classes  is  unknown. 

If  it  is  accepted  for  the  sake  of  argument  that  the  passage 
of  S.  15  could  succeed  in  achieving  granting  of  credit  for 
some  fraction  of  applicants  against  whom  credit-card 
redlining  is  currently  alleged,  the  total  number  of  acceptees 
will  not  increase.  But  if  the  total  does  not  increase,  and 
if  some  group  previously  excluded  is  now  accepted,  who  will 
they  replace? 

We  can  state  as  a  fact  that  in  the  case  of  scoring  system 
users,  those  replaced  will  be  the  group  now  scoring 
immediately    above     the  cut-off.       In  any  given  case  we  could 
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tell  what  fraction  would  be  homeowners,  what  fraction  would 
be  under  25  years  of  age,  and  so  on.  But  we  could  not  tell 
what  fraction  would  be  black,  or  female,  or  divorced,  or 
members  of  any  other  protected  class  because  the  data  have 
not  been  recorded. 

It  is  obvious  that  Congress  may,  at  any  time,  make  a 
deliberate  choice  to  favor  one  protected  class  over  another. 
However,  we  submit  that  to  date  no  evidence  has  been 
introduced  that  would  allow  the  Congress  to  discover  who  is 
paying  what  cost  and  who  is  receiving  what  benefit,  let  alone 
decide  whether  or  not  the  balance  .produces  a  net   social    gain. 

6.  The  argument  that  "place  of  residence"  is  a  surrogate  for 
race  is  simplistic.  While  it  may  hold  in  some  specific 
instances,  it  obviously  fails  if  the  unit  of  measurement  is 
large,  such  as  a  county  or  a  state. 

Reference  to  extreme  cases  such  as  Harlem  or  Watts  are 
familiar  but  neither  the  frequency  of  occurance  of  this  kind 
of  case  not  the  definition  of  the  term  "surrogate"  have  been 
carefully  explored.  It  may  well  be  easier  to  define  units  of 
geography  in  terms  of  aggregations  of  census  tracts  if  the 
goal    is   to  avoid  high  concentrations   of  any  racial    groups. 
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The  problem  of  writing  interpretive  regulations  to  implement 
S.  15  are  large.  It  will  be  difficult  to  avoid  unintended 
secondary  effects. 

A.  Many  large  credit  grantors  have  more  than  one  scoring 
system,  acknowledging  that  there  are  differences  in 
populations  in  different  parts  of  the  country.  S.  15  would 
bar  such  regional  systems  since,  when  an  application  is 
received  the  creditor  would  have  to  note  the  location  of 
residence  in  order  to  decide  which  regional  scoring  system  to 
use.  The  denial  of  the  ability  to  use  regional  scoring 
systems  would  substantially  reduce  the  ability  of  creditors 
to  identify  creditworthy  applicants,  with  the  consequent 
reduction  in  the  availalbility  of  credit  over  their  entire 
business  area. 

B.  Credit  card  issuers  who  now  have  only  one  scoring  system 
will  be  able  to  serve  their  applicants  better  if  they  are 
permitted  to  take  advantage  of  regional  information  to 
produce   regional    systems. 

C.  It  has  been  suggested  in  the  correspondence  we  received 
from  the  staff  of  this  Subcommittee  that  consideration  would 
be  given  to  modifying  the  language  of  S.  15  so  as  not  to 
require  a  credit  card  issuer  to  grant  credit  outside  his 
trade     area.       It   should     be     noted     that     the   trade  areas  of 
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credit  grantors  change  as  business  opportunities  and 
necessities  develop.  A  creditor  may  choose  to  offer  credit 
in  some  new  area  but  may  decide,  after  a  time,  that  it  was  a 
mistake.  He  will  then  deny  credit  to  all  applicants  from 
that  area  solely  on  the  basis  of  the  location  of  their 
residences.  How  will  a  creditor  prove  to  an  enforcement 
agency  that  he  is  not   invidiously  discriminating? 

D.  People  move.  It  is  possible  for  a  group  of  people  who 
hold  an  issuer's  cards  to  move  to  a  zip  code  not  included  in 
the  original  trade  area  of  this  issuer.  Does  this  zip  code 
automatically  become  a  part  of  that  creditor's  trade  area"! 
This  case  arises  in  regard  to  popular  retirement  areas,  where 
the  new  residents  frequently  retain  the  credit  cards  issued 
in  a  di  stant  state. 

E.  If  credit  card  red-lining  is  going  on  now,  as  alleged, 
then  there  are  some  zip  codes  in  which  the  allegedly  guilty 
card  issuer  is  doing  no  business.  Does  the  Congress  propose 
to  declare  all  such  zip  codes  to  be  part  of  the  trade  area  of 
those  card  issuers,  even  though  they  are  obviously  not  part 
of  it  now?  This  might  be  an  easy  question  to  answer  if  a 
card  issuer  is  granting  credit  to  all  of  some  city  except 
for  one  zip  code  in  the  center  of  town.  It  is  not  so  easy 
when  the  zip  code   nears  the  edge  of  the  city.        A  credit  card 
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issuer  in  a  city  can  expect  to  have  decreasing  penetration  as 
the  distance  from  the  center  of  the  city  gets  larger.  If,  at 
some  considerable  distance  from  the  center  of  the  city  there 
exists  a  zip  code  whose  residents  are  100%  members  of  some 
protected  class,  and  if  the  card  issuer  has  no  customers  in 
that  zip  code,  is  it  because  of  red- lining  or  because  that 
population   seeks   its  goods   somewhere  else? 

F.  National  credit  card  issuers  have  trade  areas  that  are, 
by  definition,  the  entire  country.  They  also  frequently  have 
multiple  scoring  systems  based  on  subdivided  trade  areas. 
Definition  of  the  minimum  permissable  size  is  certain  to 
cause  problems,  since  in  some  areas  a  smaller  unit  may  make 
more   sense  than   in  others. 

G.  It  should  not  be  forgotten  that  zip  codes  are  devised  by 
the  Postal  Service  for  their  convenience,  not  for  the 
convenience  of  credit  grantors.  The  Postal  Service  may 
change  the  boundaries  of  these  areas  as  their  own  needs 
dictate.  It  is  already  the  case  that  some  zip  codes  are 
partly  in  two  states.  It  is  entirely  conceivable  that  the 
Postal  Service  could  double  or  halve  the  size  of  zip  codes 
overnight.  If  S.  15  is  tied  in  any  way  to  such  zip  codes  the 
effects  could  be  quite  drastic. 
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4.     CONCLUSIONS. 

The  first  conclusion  that  we  have  reacned  is  that  there  is  a  serious 
lack  of  understanding  of  the  role  of  information  in  the  granting  of 
credit,  as  well  as  a  misunderstanding  of  what  legislation  can  and  cannot 
accomplish. 

In  the  interest  of  clarifying  this  role  of  information  as  it  pertains  to 
the  situation  this  Subcommittee  faces,  I  would  like  to  introduce  an 
analogy  that  is  less  emotionally  charged.  Suppose  you  are  a  member  of  a 
tournament  committee  responsible  for  selecting  100  out  of  150  golfers. 
You  have  their  qualifying  round  scores  and  are  not  asked  to  vote  for  one 
of  three  alternative  ways  of   picking: 

1.  You  may  eliminate  the   scores  of  all    the   players   on  the  three 
longest    holes,  then  rank  and  make  the  cut. 

2.  You  may  eliminate  the   scores  of  all   the   players  on  the  three 
shortest   holes,  then  rank  and  make  the  cut. 

3.  You    may    rank    the    candidates    on    the    basis    of    their    total 
scores  on  all   18  holes  and  then  cut. 

Clearly,  if  alternative  1  is  selected  you  will  discriminate  against  the 
long     ball      hitters.        If  you     pick     alternative  2  you  will    discriminate 
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against  the  good  putters.  Alternative  3  will  select  the  best  golfers 
and  will   be  preferred  in  all    but  the  most  unusual   circumstances. 

What  may  not  be  so  clear  is  that  alternative  3  is  preferred  because  it 
is  the  only  one  that  makes  use  of  all  the  information  that  is  available. 
Any  reduction  in  the  information  used,  as  illustrated  in  alternatives  1 
and  2,  will  lead  to  a  lower  quality  field  if  the  required  fraction  of 
acceptees,   100  out  of  150,  is  left   unchanged. 

Now  assume  that  your  committee  chooses  alternative  1  for  some  unex- 
plained reason  and  also  that  the  chairman  insists  that  the  quality  of 
the  field  of  contestants  be  as  good  as  it  would  have  been  under  alter- 
native 3.  Then  it  is  inevitable  that  there  will  be  fewer  than  100 
starters  because  only  alternative  3  can  produce  the  best  field.  Also, 
by  implication,  the  committee  has  made  a  social  choice  favoring  good 
putters  over  good  drivers. 

In  the  world  of  credit  granting,  the  committee  chairman's  role  is 
occupied  by  the  creditor.  He  decides  on  the  quality  of  applicants  that 
will  be  accepted.  I  want  to  emphasize  that  unless  you  assume  that 
credit  grantors  will  accept  a  lower  overall  quality  of  their  acceptees, 
which  means  an  increase  in  losses,  passage  of  S.  15  will  result  in  lower 
acceptance  rates.  And  I  hope  it  is  clear  that  the  burden  of  this 
diminished  acceptance  rate  will  not  fall  on  the  Jack  Nicklauses,  the 
wealthy     who  make  the  cut  easily.        It  will      fall    on  the  people  who  just 
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make  the  cut  now,  those  who  may  already  have  had  difficulty  getting 
credit. 

Pursuing  the  analogy,  if  one  proposes  to  favor  good  putters  over  good 
drivers  on  the  grounds  that  the  good  putters  as  a  group  contain  a  higher 
fraction  of  members  deserving  advantage,  it  is  vital  that  two  questions 
be  answerable: 

1.  Does  a  significant  correlation  really  exist  between  being  a 
good  putter  and  meriting  favored  treatment?  Is  place  of 
residence  really  a  surrogate  for  race?  With  the  possible 
exception  of  regions  as  small  as  5  digit  zip  codes,  we  think 
it  is  not. 

2.  Is  it  true  that  the  good  drivers  deserve  to  be  penalized?  It 
is  a  delusion  to  believe  that  the  good  drivers  will  be 
unaffected  if  the  long  holes  are  not  counted.  It  is  equally 
a  delusion  to  assume  that  the  non-favored  applicants  will  not 
be  penal  ized  by  S.    15. 

Our  second  conclusion  is  that  the  concept  of  "fairness"  is  at  the  center 
of  much  of  the  disagreement  that  exists  on  the  subject  of  credit 
granting. 

For  example,  it  has  been  held  to  be  "unfair"  to  "penalize"  an  applicant 
on     the  basis   of  his   place     of  residence.       This   is  a  view  that   fails   to 
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consider  the  idea  of  "fairness"  as  applied  to  at  least  two  other  groups 
whose  interest  is  affected  by  S.  15.  The  first  group  consists  of  the 
savers  whose  money  is  being  lent  when  credit  is  extended.  Is  it  fair  to 
them  to  require  that  they  take  a  higher  risk  when  there  is  a  lower  risk 
investment  available  to  them  at  the  same  rate  of  return?  The  second 
group  consists  of  taxpayers.  Is  it  fair  to  them  to  have  tax  dollars 
spent  in  the  administration  of  a  law  when  the  connection  between  the 
law's  intent  and  its  likely  result  is  at  best  ephemeral  and  possibly 
counterproductive? 

No  one  can  deny  the  emotional  appeal  of  the  argument  that  an  applicant 
should  not  be  rejected  on  the  basis  of  the  location  of  his  home.  Most 
other  items  of  information  elicited  about  an  applicant  for  credit  are 
subject  to  similar  criticism.  However,  when  an  applicant  has  been 
declined,  all  that  an  outside  observer  can  see  is  the  information  known 
about  the  applicant  and  the  decision  rendered.  These  data  do  not 
support  an  observer's  conclusion  of  malevolence. 

Refusal  by  a  creditor  to  accept  a  risk  perceived  to  be  too  high  is 
clearly  justifiable  on  economic  grounds  alone.  However,  as  soon  as  an 
observer  denies  the  presence  of  risk  by  postulating  a  model  that 
determines  human  behavior  with  100%  accuracy,  only  the  inference  of 
malevolence  remains.  But  the  fact  of  the  matter  is  that  risk  does  exist 
because  the  causal  model  does  not,  and  the  presumption  of  unfairness  is 
invalid.       A  creditor  cannot  avoid  all   acceptance  decisions  that  lead  to 
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losses;  neither  can  he  avoid  decisions  to  reject  that  would  have  led  to 
profit  had  he  accepted  the  applicant.  The  inevitable  consequence  of  our 
incomplete  understanding  of  human  behavior  is  that  some  uncredi tworthy 
people  will  be  accepted  and  some  creditworthy  people  will  be  declined. 
These  errors  can  be  minimized  but  they  cannot  be  eliminated.  The 
important  point  is  that  they  will  be  minimized  only  by  intelligently 
using  all  the  information  that  can  be  made  available.  If  follows  that 
the  villain  of  the  piece  is  not  a  possibly  racist  or  misoginystic  credit 
grantor,  not  a  possibly  dishonest  applicant,  not  an  unfeeling  designer 
of  credit  scoring  systems,  but  the  absence  of  knowledge  and  information. 
Any  legislation,  such  as  S.  15,  that  serves  to  reduce  knowledge  and 
information  will  reduce  the  availability  of  credit  to  the  very  people  of 
immediate  concern. 

5.        RECOMMENDATIONS. 


We     recommend     that     S.      15     not     be     forwarded     to     the     full 

Committee. 

The    proposed    legislation    would    deny    an    item    of    information 

that    permits    credit    grantors    to    recognize    the    substantial 

differences  in  payment  practices  that  exist  among  the  regions 

of  the  country.      The   consequence  would   be  a    reduction   in   the 

amount  of  credit  available. 
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In  addition,  the  practical  difficulties  of  interpreting  this 
bill  would  place  a  large  burden  on  the  regulatory  agencies 
with  no  ccmmensurate  gain  in   social    justice. 

We  recommend  that  the  Congress  define  discrimination  in  terms 
that  are  clear  and  unambiguous,  thereby  making  it  possible 
for  a  credit  grantor  to  demonstrate  that  he  is  in  complaince 
with  the  law.  This  can  be  accomplished  by  stating  an 
acceptable  differential  between  the  rate  of  acceptance  of  any 
protected  class  and  that  of  the  applicant  population  as  a 
whole. 

We  recommend  that  the  Congress  encourage  the  transfer  of 
information  from  applicant  to  creditor  and  vice  versa.  We 
note  that  this  recommendation  appears  to  be  in  conflict  with 
the  views  of  those  who  would  under  the  heading  of  privacy, 
reduce  rather  than  enlarge  the  information  available  about 
individuals.  We  do  not  consider  this  conflict  to  be  real  nor 
do  we  consider  it  impossible  to  safeguard  both  the  privacy  of 
the  individual  and  the  right  of  the  creditor  to  learn  enough 
about  an  applicant  to  make  an  intelligent  decision.  We 
further  recommend  encouraging  investigation  of  the  sociology 
of  credit  with  the  aim  of  maximizing  the  amount  of  credit  to 
be  made  available  to  creditworthy  applicants. 
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Senator  Tsongas.  Thank  you.  I  appreciate  the  effort  that  you 
have  both  put  into  the  testimony. 

I  hope  that  we  can  ask  questions  and  then  have  a  dialog  between 
the  two  of  you,  since  you  obviously  don't  quite  agree  on  this  issue. 
Let  me  be  simplistic  and  pursue  the  golfing  analogy. 

First  of  all,  it's  intriguing  to  someone  who  grew  up  in  an  old 
industrial  city  that  of  all  the  sports  perhaps  that  one  would  under- 
stand instinctively,  golf  is  on  the  bottom  of  that  list.  [Laughter.] 

One  understands  the  analogy  in  direct  proportion  to  the  ZIP  code 
where  one  happens  to  live. 

In  terms  of  the  golfing  analogy,  you  would  not  choose  a  golf 
partner  in  a  tournament  based  on  his  ZIP  code;  would  you? 

Mr.  Fair.  No,  of  course  not. 

Senator  Tsongas.  Neither  would  I 

So,  I  think  the  concern  here — at  least  mine — is  that  what  your 
clients  need — and  it's  not  an  illegitimate  need —  is  predictive  cer- 
tainty. That  is  how  the  system  operates.  And  the  closer  you  come 
to  that 

PRE-NEWTONIAN  PHYSICS 

Mr.  Fair.  Senator,  I  don't  think  I  made  my  point.  The  state  of 
knowledge  about  human  behavior  makes  that  utterly  and  totally 
beyond  reach.  We're  in  a  time  that's  equivalent  to  the  time  of  pre- 
Newtonian  physics.  We  do  not  have  such  causal  information. 
That's  an  absolutely  crucial  point. 

Senator  Tsongas.  You  need  not  tell  politicians  that.  [Laughter.] 

Mr.  Fair.  Then  I  quote  this  only  as  another  example  of  the 
problems  we  face. 

Senator  Tsongas.  We  live  with  that  dilemma  all  the  time. 

But  the  closer  you  can  come  to  that,  by  definition,  the  better  off 
your  clients  are. 

Mr.  Fair.  No  question. 

Senator  Tsongas.  Pursuing  that,  the  more  information,  as  you 
pointed  out,  the  better.  And  so,  if  you  pursue  that  to  its  logical  or 
illogical  end,  every  bit  of  information  involving  any  human  being  is 
going  to  be  of  some  value. 

Mr.  Fair.  Potentially.  And  that's  important  because — I  hope  I 
am  making  it  clear  that  we  are  strictly  empirical  in  our  approach. 
We  take  whatever  information  is  available.  That  and  all  of  it  and 
only  that.  Now,  you  can  speculate,  as  Mr.  Capon  has,  on  the 
possible  utility  of  other  questions  that  might  have  been  asked.  The 
fact  of  the  matter  is  they  haven't,  and  we  have  nothing  to  say 
about  them.  We  speak  only  from  data. 

Senator  Tsongas.  Again,  it's  not  illegitimate,  because  in  our 
particular  line  of  work,  when  we  target  where  we  will  spend  our 
time  during  the  campaign,  it's  done  in  exactly  the  same  basis: 
where  we  think  that  time  can  be  best  spent. 

But  is  it  not  also  true  that  at  some  point  this  valuable  informa- 
tion begins  to  contradict  social  policy,  however  that  would  be  de- 
fined by  the  country? 

Mr.  Fair.  To  the  extent  that  social  policy  is  well  defined  and  one 
can  interpret  it  with  reasonable  certainty  as  conforming  with  the 
law,  I  concur.  But  the  point  I  am  trying  to  make  here,  is  that  as 
the  law  stands  it  is  not  clear  what  constitutes  compliance  with  the 
law  and  what  does  not. 
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If  you  were  to  make  the  statement  that  blacks  or  Hispanics  are 
to  have  an  x  percent  greater  rate  of  acceptance  than  nonblacks  or 
non-Hispanics,  then  any  creditor  would  know  immediately  and 
clearly  whether  he  was  or  was  not  in  conformance  with  the  law. 
And  our  experience  is  that  he  indeed  would  take  very  rapid  steps 
to  get  in  conformance  if  he  found  that  he  was  not.  As  it  stands,  he 
simply  doesn't  know. 

Senator  Tsongas.  That's  an  interesting  hypothetical,  but  I  was 
suggesting  that  it  is  not  going  to  be  what  is  passed  through  this 
committee. 

This  is,  by  the  way,  the  full  committee  you  referred  to,  that  has 
jurisdiction  over  urban  policy  and  the  whole  process  of  trying  to 
bring  communities  back.  Perhaps  those  of  us  who  live  in  cities  are 
a  bit  more  sensitive  to  that  issue,  and  at  some  point  indeed  there  is 
this  conflict.  And  the  question  before  the  committee  is  how  to 
resolve  this  in  as  rational  a  way  as  possible. 

Dr.  Capon,  do  you  care  to  comment  on  the  golfing  analogy,  from 
a  statistical  point  of  view? 

Dr.  Capon.  Not  a  statistical  point  of  view,  but  from  a  conceptual 
point  of  view.  It's  a  totally  incorrect  analogy  to  make  to  the  issue 
of  credit,  credit  scoring,  that  we're  talking  about. 

Clearly,  whether  you  accept  the  eliminating  of  the  long  holes  or 
short  holes  or  the  total  score,  that's  golf.  Performance  in  golf 
presumably  has  something  to  do  with  performance  in  the  golf 
tournament  the  golf  director  is  trying  to  put  together. 

The  correct  analogy  would  be  in  attempting  to  select  the  120 
people  in  the  golf  tournament,  whether  or  not  we  use  the  person's 
ZIP  code,  the  age  of  their  automobile,  the  age  difference  between 
the  man  and  wife,  the  first  letter  of  their  last  name,  or  characteris- 
tics like  that.  That's  the  correct  analogy,  and  I  suspect— I  don't 
play  golf,  but  I  suspect  that  few  tournament  directors  in  fact  select 
the  people  to  play  in  their  tournaments  on  those  bases. 

Senator  Tsongas.  Senator  Levin,  why  don't  we  switch  back  and 
forth. 

Senator  Levin.  Maybe  I  could  pursue  that.  Let's  go  back  to  your 
golf  analogy.  I  don't  play  it,  either.  I  don't  know  if  there's  some- 
thing significant  statistically  in  this  discussion  as  to  who  plays  golf. 

[Laughter.] 

Senator  Levin.  I  played  handball  in  the  streets. 

Let's  assume  that  a  greater  percentage  of  great  golfers  per  capita 
come  from  Florida  than  come  from  Alaska,  which  may  be  true.  I 
think  commonsense  might  tell  us  it's  true.  Would  that  affect  who 
you  invite  to  the  tournament?  In  other  words,  would  you  weight 
the  applications  of  people  coming  from  Alaska  and  Florida  to  the 
golf  tournament  depending  on  whether  they  come  from  Alaska  or 
Florida? 

Mr.  Fair.  If  that's  all  I  knew. 

Senator  Levin.  Would  you  consider  it? 

Mr.  Fair.  Would  I  consider  it?  If  I  were  put  in  the  position  of 
having  a  limited  amount  of  information  and  that  was  one  of  the 
items,  yes.  Why  not?  Understand 

Senator  Levin.  Even  though  you  know  that  some  great  golfers 
come  from  Alaska? 
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Mr.  Fair.  Yes,  indeed.  Now,  remember,  at  no  point  here  have  we 
introduced  the  notion  of  the  word  "solely."  If  you  asked  me  would  I 
rely  on  that  solely,  the  answer,  of  course,  would  be,  "No." 

Senator  Levin.  Of  course.  It's  just  one  fact.  I  think  we  all  under- 
stand. 

Let's  assume  I  prove  to  you  statistically  that  there  is  a  greater 
per  capita  percentage  of  golfers  who  are  great  who  are  white  than 
who  are  black,  which  could  be  proven  one  way  or  the  other  statisti- 
cally. It  may  be  vice  versa,  for  all  I  know.  But  I  am  sure  that  a 
computer  can  tell  us  what  the  comparison  is  between  whites  and 
blacks  in  terms  of  golf  greats.  Would  you  use  that  as  a  factor  as  to 
who  you  invite  to  your  tournament? 

Mr.  Fair.  It  depends  on  what  my  goal  is.  If  my  goal 

Senator  Levin.  To  get  the  best  golfers  invited  to  your  tourna- 
ment. 

Mr.  Fair.  If  that  predicts  ability  for  the  field,  my  answer  would 
be,  "Yes." 

COMPUTER  AND  PER  CAPITA  COMPARISONS 

Senator  Levin.  There  is  no  question  in  your  mind  but  that  a 
computer  can  tell  us  the  race  of  great  golfers  and  we  can  make  a 
per  capita  comparison  between  whites  and  blacks  in  terms  of  their 
golf  ability  or  any  other  ability,  between  Lutherans  and  Method- 
ists, between  people  who  earn  less  than  $12,000  and  people  who 
earn  more  than  $12,000,  and  so  forth? 

Mr.  Fair.  I  think  I  lost  the  totality  of  your  question. 

Senator  Levin.  Let's  go  back  to  whites  and  blacks.  If  a  computer 
can  tell  us  that  a  greater  percentage  of  blacks  are  great  golfers 
compared  to  whites,  do  you  think  we  should  consider  that  as  to 
who  we  invite  to  the  tournament? 

Mr.  Fair.  Absolutely. 

Senator  Levin.  Does  the  law  allow  you  to  consider  that  as  to  who 
you  give  credit  to? 

Mr.  Fair.  In  the  case  of  race,  no. 

Senator  Levin.  Why,  if  it's  predictive?  If  it's  not  predictive  value, 
why  does  the  law  not  allow  you  to  do  it? 

Mr.  Fair.  I  can't  answer  that.  That  law  was  passed  by  the 
Congress  a  couple  of  years  ago.  And  neither  I  nor,  to  the  best  of  my 
knowledge,  any  of  our  customers  have  any  trouble  in  complying 
with  it.  If  it's  the  law  of  the  land,  one  obeys  the  law.  One  might 
have  some  reservations  about  its  serving  the  interests  of  the  citi- 
zens at  large,  but  one  obeys  the  law. 

Incidentally,  it  should  go  on  the  record  that  no  creditors  of  whom 
I  am  aware  record  or  even  ask  a  person's  race.  That  disappeared 
probably  7  or  8  years  ago. 

Senator  Levin.  I  commend  you  for  your  willingness  to  obey  the 
law.  You  do  concede  that  in  denying  you  the  ability  to  consider 
race,  that  the  law  is  denying  you  something  of  predictive  value. 

Mr.  Fair.  That's  correct. 

Senator  Levin.  Should  the  law  deny  you  that  relative  to  race,  in 
your  opinion? 

Mr.  Fair.  I  will  speak  personally,  and  not  for  the  many  creditors 
with  whom  we  work.  If  the  object  of  the  exercise  is  to  produce 
decisions  which  grant  credit  to  creditworthy  and  deny  it  as  best  we 
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can,  however  faulty  it  is — and  it  is  faulty — my  answer  has  to  be 
"Yes." 

Senator  Levin.  You  should  be  or  should  not  be? 

Mr.  Fair.  That  you  should  be  allowed. 

Senator  Levin.  Just  to  make  sure  that  you  are  answering  my 
question.  You  feel  that  you  should  be  allowed  to  consider  race? 

Mr.  Fair.  That  is  correct. 

Senator  Levin.  Would  the  same  thing  be  true  with  religion? 

Mr.  Fair.  Yes. 

Senator  Levin.  Would  the  same  thing  be  true  with  sex? 

Mr.  Fair.  Yes. 

Senator  Levin.  Would  the  same  thing  be  true  with  age? 

Mr.  Fair.  Yes. 

Senator  Levin.  The  same  thing  be  true  with  marital  status? 

Mr.  Fair.  Yes. 

Senator  Levin.  Ethnic  origin? 

Mr.  Fair.  Yes. 

Senator  Levin.  You're  not  allowed  those  things. 

Mr.  Fair.  That's  correct.  That's  the  law. 

Senator  Levin.  The  law  has  denied  you  the  use  of  those  things, 
for  social  reasons  which  you  may  or  may  not  agree  with,  but  for 
social  reasons. 

Mr.  Fair.  I  think  I  have  a  clear  understanding  of  the  state  of  the 
law. 

Senator  Tsongas.  Can  I  go  into  that?  At  some  point  you  were  cut 
off.  Did  you  want  to  respond? 

Mr.  Fair.  Yes.  I  would  appreciate  that,  Senator. 

Senator  Levin.  I  am  sorry. 

Mr.  Fair.  I  have  no  illusions  about  the  necessity  and  propriety  of 
reaching  social  decisions  which  will  favor  one  or  another  segment 
of  the  citizenry.  And  I  will  be  happy  to  discuss  my  personal  views 
of  what  those  ought  to  be,  but  I  don't  think  they're  very  relevant. 

The  point  is  that  there  is  a  good  way  of  favoring  a  set  of  people, 
and  there  is  a  bad  way.  And,  unfortunately,  the  tack  we  are  on  is 
the  bad  way;  it  isn't  going  to  accomplish  what  you're  trying  to  do. 
If  you  do  want  to  favor  blacks,  women,  divorcees,  older,  younger 
people,  say  so.  Say  so,  so  it  can  be  observed  and  measured,  and  I 
will  place  my  bet  at  odds  of  100  to  1  that  every  creditor  who  is  in 
this  room  or  out  of  this  room  will  comply  gladly.  If  you  can  only 
dissociate  the  social  choice  from  its  enforcement  mechanism  and 
then  make  that  choice  in  all  the  wisdom  of  the  Congress,  I,  for  one, 
will  be  solidly  for  it. 

The  difficulties  here  are  misunderstandings,  of  what  can  happen 
and  what's  going  to  happen.  If  you  continue  to  restrict  the  flow  of 
information,  you  are  going  to  restrict  the  flow  of  credit.  And  my 
best  understanding  is  that  that's  diametrically  opposite  to  the 
intent. 

Now,  if  you  say  that  women  should  be  favored  to  the  extent  of 
having  a  tenth  of  1  percent  greater  acceptance  rate,  the  creditors 
will  comply.  If  you  say  1  percent,  they'll  comply.  If  you  say  10 
percent,  they'll  comply.  But  they'll  know  what  they're  complying 
with.  It  is  a  restriction  they  can  live  with.  After  that,  they  can 
pursue  their  economic  interests,  which  most  of  us  believe  is  in  the 
interest  of  the  country  as  well. 
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There  is  a  deep  lack  of  understanding  of  the  connection  between 
past  and  proposed  legislation  and  its  genuine  effects.  Please  don't 
misunderstand  me  personally  as  being  misogynistic,  racist,  or  any 
of  the  other  pejorative  words  that  may  be  attached.  That  would  be 
a  very  unfair  misreading  of  my  view. 

SEPARATE   SOCIAL  CHOICES 

What  I  am  trying  to  do  here  is  separate  the  social  choices  from 
the  mechanism  that  is  brought  to  bear  to  implement  the  social 
choices.  The  social  choices  are  very  difficult.  I  understand  it  would 
be  politically  difficult  to  state  the  requirements  in  the  form  that  I 
have  suggested.  But  I  submit  to  you  also  that  if  you  don't  state 
them,  then  the  Board  of  Governors  of  the  Federal  Reserve  will 
have  to  interpret  what  they  think  you  meant.  If  they  fail  to  do  it, 
they  will  pass  the  buck  to  an  enforcement  officer,  and  the  enforce- 
ment officer  will  then  make  his  own  judgment  as  to  what  was  the 
intent  of  Congress.  That  is  absolutely  and  totally  implicit. 

Senator  Tsongas.  Isn't  it  true  that,  on  the  one  hand,  what  you 
suggested  was  favoring,  for  example,  women,  by  a  certain  percent- 
age as  a  possibility.  On  the  other  hand,  you  are  disfavoring  them. 
Isn't  there  also  a  third  alternative,  which  is  not  to  have  that 
included,  so  that  they're  neither  favored  nor  disfavored? 

Mr.  Fair.  No,  it  isn't  that  simple,  because,  as  I  mentioned — I  am 
afraid  we  will  have  to  get  technical  here;  I  was  trying  to  avoid 
that — every  item  of  information  that  the  creditor  learns  is  correlat- 
ed in  some  way  with  every  other  item.  That's  almost  the  heart  of 
the  issue  here.  Were  geography  not  suspected  of  being  closely 
correlated  with  race,  then  I  don't  think  this  meeting  would  exist. 
But  time  at  address,  home  ownership — they  all  correlate. 

Senator  Tsongas.  Let  me  interrupt  you  on  that  point,  because 
that  happens  not  to  be  the  case.  The  reason  that  I  agreed  to  chair 
these  hearings  was,  yes,  there  is  concern  about  racial  implications. 
My  larger  concern  is  the  issue  of  cities  and  what  impact  we're 
going  to  have,  hopefully,  in  this  country  in  the  process  of  the 
various  systems  that  we've  devised  and  their  impact  on  whether 
these  cities  are  going  to  come  back.  That,  to  me,  is  the  primary 
reason  that  I  have  agreed  to  holding  these  hearings.  And  I  would 
suggest  that  those  are  not  illegitimate  and  do  not  go  solely  to  the 
issue  of  race. 

Mr.  Fair.  May  I  respond  in  terms  of  cities.  To  the  best  of  my 
understanding — and  I  am  going  to  have  to  be  careful  here  because 
I  said  I  would  rely  on  data,  and  I  am  relying  on  my  memory — but 
to  the  best  of  my  understanding  it  would  be  found  to  be  a  fact  that 
urban  dwellers  would  be  slightly  less  good  payers  than  nonurban 
dwellers. 

Now,  if  you  choose  for  reasons  of  support  of  the  cities  to  intro- 
duce legislation  which  favors  urban  dwellers  over  rural  dwellers, 
this  is  your  prerogative,  duty,  and  responsibility,  not  mine.  I  will 
comply  with  the  law  and  advise  our  clientele  to  do  exactly  that. 
But  to  assume  that  in  the  process  of  favoring  the  urban  dweller 
you  are  not  disfavoring  the  rural  dweller,  that's  a  misconception; 
it's  simply,  flatly,  and  logically  wrong.  You  can't  do  it.  It  isn't  that 
easy. 
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Senator  Levin.  The  perspective  is  obviously  different.  You  indi- 
cate: "If  you  want  to  favor  some  people,  say  so." 

Mr.  Fair.  Yes,  precisely. 

Senator  Levin.  My  perspective  is:  If  you  don't  want  to  disfavor 
people  because  of  their  race,  religion,  ethnic  origin,  sex,  marital 
status,  age,  handicap,  say  so.  And  that's  what  Congress  has  done.  It 
has  said  so;  it  has  said  to  you  in  the  previous  law  that  you  cannot 
consider  race. 

Mr.  Fair.  I  understand. 

Senator  Levin.  I  don't  know  whether  that  favors  or  disfavors 
who.  But  it's  told  you  that  you  cannot  consider  race,  that  in  this 
society,  in  this  country,  we're  not  going  to  allow  you  to  consider 
race,  even  though  it  may  be  statistically  relevant  in  some  of  your 
business  operations. 

You  can  indicate — you  indicate  already — that  you  believe  race 
has  predictive  value.  Even  though  it  does  and  even  though  religion 
may  and  so  forth,  society  has  decided  that  we're  not  going  to 
stereotype  people  based  on  their  race  or  religion  or  ethnic  origin, 
for  social  purposes,  even  though  it  has  statistical  value,  even 
though  a  computer  can  tell  us  that  people  who  come  from 
Yugoslavia  are  faster  or  slower  payers  than  people  who  come  from 
Austria.  We're  not  going  to  let  you  do  it. 

You  disagree  with  that.  You  essentially  feel  that  that  means 
we're  going  to  be  favoring  one  or  the  other  of  those  two  groups, 
that  we're  not  going  to  allow  you  to  consider  ethnic  origin. 

Mr.  Fair.  It's  implicit.  It  logically  follows.  It's  not  personal. 

Senator  Levin.  But  the  perspective  is  that  we're  not  going  to  let 
you  do  it  because  the  social  evil  of  allowing  you  to  do  it  is  so  great, 
that  what  this  country  is  all  about  is  not  stereotyping  people  based 
on  their  race,  religion,  ethnic  origin,  and  so  forth.  And  the  question 
before  this  committee  is  whether  or  not  the  consideration  of  geog- 
raphy is  a  social  evil,  is  a  stereotype,  a  generalization  that  we're 
not  going  to  allow  you  to  make,  even  though  it's  of  some  predictive 
value  to  you.  I  will  presume  it's  of  predictive  value  to  you,  just  the 
way  the  age  of  the  automobile  has  predictive  value  to  you  to  some 
credit  companies.  Some  credit  companies  have  shown,  through 
their  computer,  that  people  who  have  older  cars  are  faster  or 
slower  payers  than  people  who  have  newer  cars;  whatever  the 
correlation,  that's  got  some  predictive  value. 

Mr.  Fair.  That's  correct. 

Senator  Levin.  That  does  not  create  the  same  social  evil  that  the 
use  of  geography  creates.  When  Mrs.  Selick  gets  a  letter  that  says 
where  she  lives,  that  that  is  a  principal  reason  why  she  is  not 
going  to  be  given  credit,  she  starts  thinking  of  moving;  if  not  her, 
then  other  people.  Okay,  that  is  a  social  evil  in  the  society. 

IMPLICATIONS  OF   PREDICTIVE   VALUES 

In  this  country,  you  have  people  leave  places  because  a  grouping 
in  that  place  are  slower  payers  than  a  grouping  of  people  in  other 
places.  It  creates  the  kind  of  situation  in  the  society  that  I  don't 
think  we  can  tolerate.  We  want  to  be  one  country.  We  want  to  be 
one  people.  We  don't  want  people  in  Wyoming  to  be  told  that  the 
people  in  Wyoming  have  a  worse  credit  history  than  the  people  in 
Nebraska.  I  don't  think  we  want  that  in  this  country.  I  don't  think 
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we  can  tolerate  it,  just  as  we  can't  tolerate,  race,  religion,  ethnic 
origin,  even  though  it's  got  predictive  value,  because  of  the  implica- 
tions of  it. 

Now,  that's  the  issue.  And  I  think  you've  been  very  candid  in 
saying  that  if  that's  what  the  Congress  wants,  you'll  abide  by  it. 

Mr.  Fair.  Of  course. 

Senator  Levin.  And  you've  been  candid  in  saying  that,  by  deny- 
ing you  the  use  of  race  and  religion  and  so  forth,  we've  denied  you 
information  of  value,  of  predictive  value  to  you.  You've  been  very 
candid  about  that. 

You've  also  been  very  candid  in  saying  we  shouldn't  deny  you 
that. 

Mr.  Fair.  That's  correct. 

Senator  Levin.  And  I  happen  to  disagree  with  you  100  percent. 
But  I  think  that's  really  what  the  issue  comes  down  to,  is  whether 
we  should  in  fact  allow  people  to  be  stereotyped  because  of,  in  this 
case,  where  they  live,  in  order  to  give  you  some  predictive  value  in 
determining  whether  or  not  people  should  get  credit. 

Mr.  Fair.  Senator,  if  I  may,  I'll  ask  you  to  look  beyond.  I  under- 
stand the  nature  of  the  arguments,  and  they  are  very  persuasive 
on  the  surface.  But  I'll  ask  you  to  look  beyond  the  arguments  to 
the  time  when  you  can  observe  what  happens. 

Now,  under  the  legislation,  x  percent  of,  I'll  say,  homeowners — 
I'm  sorry,  under  current  status  x  percent  of  homeowners  are 
turned  down.  After  the  fact,  some  other  number  would  be  turned 
down.  Are  you  happy  about  that  or  unhappy?  A  rhetorical  ques- 
tion. 

Senator  Levin.  Personally,  I  think  people  ought  to  be  judged  on 
their  individual  merit.  Their  credit  history  should  be  looked  at. 
You  asked  for  my  opinion.  However,  I'm  not  willing  to  prohibit  you 
from  doing  that.  I'm  not  ready  to  prohibit  you  from  doing  that, 
because  there's  no  social  evil  that  has  been  demonstrated  in  allow- 
ing you  to  do  it,  no  great  social  evil. 

But  in  the  use  of  geography,  areas  that  are  struggling  for  their 
survival,  when  people  get  letters  in  those  areas  saying,  sorry, 
they're  not  considered  creditworthy  because  they  live  in  that  area, 
that  has  got  massive  social  evil  connected  with  it  and  that  becomes 
the  issue. 

Senator  Tsongas.  Could  I  pursue  that  point?  The  difference  also 
is  that  there  are  certain  variables  that  a  person  can  affect  by  his 
behavior — whether  you  pay  your  bills,  what  kind  of  a  car,  et 
cetera — whereas  there's  no  way  you  can  get  out  of  being  white, 
black,  Greek,  Hungarian  or  whatever.  And  that's  got  nothing  to  do 
with  personal  motivation  or  capacity  to,  if  you  will,  participate  in 
the  system  successfully. 

That  is  the  difference;  that  you  are  putting  people  in  a  category 
out  of  which  they  can't  get,  either  by  their  birth  or  whatever.  That 
I'm  sure  you  would  agree  is  not  fair. 

Mr.  Fair.  I'm  sorry,  I  have  to  make  a  comment.  I  happen  to  be 
born  white.  I  happen  to  be  about  5  feet,  8  inches  and  not  6  feet,  4 
inches.  I  might  prefer  to  be  6  feet,  4  inches,  but  I  am  5  feet,  8 
inches,  and  there's  not  a  darn  thing  I  can  do  about  it.  And  I  will  be 
observed  by  other  people  as  being  5  feet,  8  inches.  Too  bad.  You 
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know,  it  is  unlikely  that  the  Celtics  will  recruit  me  to  play  for  their 
basketball  team. 

Senator  Tsongas.  How  would  you  feel  if  you  happened  to  be  the 
best  5-foot,  8-inch  basketball  player  in  the  country,  who's  better 
than  anybody  who's  6  feet,  4  inches,  and  the  Celtics  did  not  draft 
you  because  you  were  5  feet,  8  inches? 

Mr.  Fair.  I'm  sorry,  I've  lost  the  thread. 

Senator  Tsongas.  I  was  trying  to  think  of  a  golfing  analogy. 
[Laughter.] 

Mr.  Fair.  It  so  happens  that  I  don't  play  golf. 

Senator  Levin.  Why  don't  you  use  the  Pistons  not  drafting  him? 

ELIMINATION   OF   GEOGRAPHIC   VARIABLES 

Senator  Tsongas.  Let  me  ask  you  a  question.  Your  firm  has 
designed  systems  for  companies  that  excluded  the  geographic  vari- 
able, is  that  correct? 

Mr.  Fair.  Yes.  The  imminence  of  this  proposed  legislation  has 
been  apparent  for  perhaps  2  to  3  years  to  some  of  us  who  try  to 
stay  close  to  the  scene.  In  the  interests  of  not  entering  the  arena, 
the  political  arena,  and  discussion  of  the  very  thing  we're  talking 
about,  some  of  our  customers  have  chosen  as  a  matter  of  policy  to 
simply  eliminate  any  consideration  of  geography. 

Senator  Tsongas.  Yet  those  systems  are  now  in  place,  aren't 
they? 

Mr.  Fair.  That's  correct. 

Senator  Tsongas.  Let  me  just  say  that  Senator  Armstrong  has 
several  questions  for  both  of  you  which  he  will  submit,  and  if  we 
could  have  a  response  within  2  weeks.  I  also  had  a  number  of 
questions  that  I  would  like  to  ask,  but  in  order  that  the  last 
witnesses  have  a  reasonable  shot  at  the  committee's  deliberations. 

[Material  received  for  the  record  follows:] 

U.S.  Senate, 
Washington,  D.C.,  June  13,  1979. 

Mr.  William  Fair, 

President,  Fair,  Isaac  &  Co., 

Mitchell  Boulevard,  San  Rafael,  Calif. 

Dear  Mr.  Fair:  Thank  you  for  taking  the  time  to  appear  before  the  Consumer 
Affairs  Subcommittee  to  testify  on  Senate  bill  15.  I  apologize  that  my  schedule  did 
not  permit  me  to  attend  the  hearings  that  morning,  but  I  would  appreciate  it  if  you 
could  respond  to  a  few  questions  for  the  record. 

I  would  appreciate  your  responses  to  these  questions  at  your  earliest  convenience, 
though  hopefully  before  July  2,  1979. 

1.  It  appears  from  your  statement  that  income  to  debt  ratio  is  insufficient  to 
predict  creditworthiness  and  in  fact  your  company  has  tested  the  impact  of  having 
credit  history  and  available  income  as  the  sole  components  of  a  scoring  system.  Can 
you  briefly  summarize  the  results  of  that  experiment  and  any  of  its  statistical 
conclusions? 

2.  Do  you  have  any  estimates  or  figures,  which  you  are  free  to  divulge,  on  the 
effect  of  eliminating  geographic  considerations  from  those  systems  which  include 
geographic  characteristics  due  to  their  predictive  value? 

3.  The  claim  is  made  that  credit  scoring  systems  do  not  include  consideration  of 
an  applicant's  credit  history.  Is  that  true,  and  if  not,  how  is  credit  history  utilized  in 
credit  scoring  analysis? 

I  appreciate  your  responding  to  these  questions,  and  thank  you  again  for  your 
considered  testimony  on  S.  15. 
Sincerely, 

William  L.  Armstrong, 
Consumer  Affairs  Subcommittee. 
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Fair,  Isaac  &  Co.,  Inc., 
San  Rafael,  Calif.,  June  29,  1979. 


Hon.  William  L.  Armstrong, 

Consumer  Affairs  Subcommittee,  Committee  on  Banking,  Housing,  and  Urban  Af- 
fairs, U.S.  Senate,  Washington,  D.C. 

Dear  Senator  Armstrong:  We  appreciate  the  opportunity  to  answer  the  ques- 
tions in  your  letter  of  June  13,  1979. 

Your  first  question  is  in  several  parts,  and  I  would  like  to  address  each.  It  first 
comments  on  my  statement  that  income  to  debt  ratio  is  insufficient  to  predict 
creditworthiness. 

The  income  to  debt  ratio  is  frequently  cited  as  a  measure  of  so-called  "ability  to 
pay."  This  feature  along  with  what  is  called  "willingness  to  pay"  are  frequently 
cited  as  the  determinants  of  credit  behavior. 

Before  going  into  the  actual  figures,  it  should  be  noted  that  many,  if  not  most, 
applications  that  are  mailed  to  a  credit  grantor  do  not  contain  questions  regarding 
the  number  and  amount  of  debt  by  the  applicant.  This  is  done  for  two  reasons.  First, 
when  questions  on  debt  are  asked,  they  are  most  frequently  left  blank  or  incom- 
plete. Such  questions  are  more  easily  asked  and  more  completely  answered  in 
interview  situations,  which  are  becoming  less  and  less  frequent.  Second,  there  is 
almost  no  way  to  check  either  the  accuracy  or  the  completeness  of  debt  information 
offered  by  an  applicant. 

I  have  examined  30  of  the  systems  we  have  developed  in  the  last  year  or  so;  in  19 
of  the  30,  no  debt  information  was  requested  of  the  applicant.  In  the  remainder,  the 
income  to  debt  ratio  contained  a  very  small  predictive  component.  To  provide  a 
scale  on  which  the  amount  of  predictive  power  can  be  judged,  we  use  a  measure 
called  Divergence,  defined  by  S.  Kullback  in  "Information  Theory  and  Statistics," 
published  by  John  Wiley  &  Sons,  Inc.  in  1959.  A  representative  figure  for  the 
Divergence  of  an  effective  scoring  system,  that  is,  the  ability  of  the  scoring  system 
to  differentiate  between  payers  and  non-payers,  is  1.000. 

Individual  components  of  a  scoring  system  may  contribute  anything  from  about 
0.030  to  0.250  to  the  final  total  value.  The  average  value  of  the  predictive  power  of 
income  to  debt  ratio  over  the  12  systems  in  which  enough  information  was  available 
to  determine  a  figure,  was  0.078,  with  a  range  from  0.188  down  to  0.009. 

The  following  illustration  will  show  the  meaning  of  these  figures  in  terms  of 
applications  accepted  and  rejected.  In  a  scoring  system  with  Divergence  of  1.000,  if 
half  of  the  non-payers  are  to  be  avoided,  it  will  be  necessary  to  forego  15.8  percent 
of  those  who  would  pay.  If  income  to  debt  ratio  were  the  only  item  permitted,  and  if 
it  had  a  Divergence  of  0.188,  the  highest  in  the  range  cited  above,  a  total  of  42 
percent  of  the  creditworthy  applicants  would  have  to  be  foregone  in  order  to  avoid 
the  same  number  of  non-payers.  This  means  that  for  every  million  applicants, 
360,000  creditworthy  applicants  would  be  turned  away  becuse  the  creditor  was 
prevented  from  using  the  other  entirely  legal  items  of  information  that  would  help 
to  make  a  more  accurate  prediction  of  payment  performance. 

Your  first  question  then  goes  on  to  ask  about  what  would  happen  if  only  credit 
history  and  income  to  debt  ratio  were  permitted. 

First,  a  large  fraction  of  the  population  would  be  excluded  automatically,  since 
they  have  no  records.  Approximately  20  percent  of  all  applicants  for  credit  have  no 
record.  The  average  figure  is  misleading,  however,  since  the  range  of  missing 
records  varies  very  widely  by  group.  Obviously,  young  people  just  entering  the  adult 
world  have  no  records.  Many  minority  groups  who  have  either  not  bothered  to  try 
what  they  felt  was  a  vain  effort  to  obtain  credit  or  who  have  been  denied  it  and 
never  reapplied,  have  a  disproportionate  percentage  without  records.  Individuals 
who  have  just  moved  frequently  have  no  local  record  and  many  creditors  do  not 
investigate  any  further.  A  completely  separate  group  without  credit  records  is 
formed  by  those  people  who  have  credit  but  with  creditors  who  do  not  report  to  any 
credit  reporting  service;  there  is  no  requirement  that  any  creditor  do  so.  It  is 
possible  to  have  credit  with  some  the  nation's  largest  creditors  and  yet  have  no 
record  at  any  credit  bureau. 

Second,  the  term  "credit  history"  is  an  extremely  imprecise  one.  It  ranges  from 
the  information  an  individual  chooses  to  disclose  on  an  application,  and  which  is 
extremely  costly  to  verify,  to  a  report  from  a  large  automated  credit  bureau.  No 
credit  report  from  any  source  can  guarantee  that  it  is  either  complete  or  accurate. 
Credit  bureaus  do  their  best  to  maintain  accuracy,  but  their  source  information 
comes  from  credit  grantors,  none  of  whom  is  infallible.  If  an  applicant  moves  from 
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an  area  where  the  predominant  credit  bureau  is  not  the  one  predominant  in  his 
new  location,  it  is  very  likely  that  he  will  show  up  as  a  "no  record"  even  though  the 
former  bureau  has  a  record. 

A  further  complication  to  the  definition  of  "credit  history"  is  that  the  items  that 
are  reported  and  the  manner  in  which  they  are  retained  are  subject  to  change  with 
changing  policies  of  the  credit  bureaus  individually  and,  of  course,  as  a  result  of 
changes  in  the  law. 

Another  complication  is  that  there  are  very  many  credit  bureaus  in  the  country, 
although  there  are  only  a  handful  of  large  ones.  Nonetheless,  the  small  credit 
bureaus  have  records  on  a  very  large  fraction  of  the  population.  There  is  no  uniform 
manner  of  reporting  or  retaining  credit  information  other  than  conformance  with 
proscriptions  of  the  law.  As  a  result,  credit  reports  from  two  bureaus  will  appear 
very  different,  their  terminology  will  have  different  meanings  for  the  same  work, 
their  formats  will  be  different,  and  their  rating  rules  may  be  different. 

It  should  be  noted  that  privacy  legislation,  both  existing  and  pending,  has  not 
encouraged  credit  bureaus  to  broaden  their  information. 

In  the  sample  of  30  scoring  systems  produced  by  our  company  in  the  last  year  or 
so,  to  which  I  referred  earlier,  the  average  value,  in  terms  of  Divergence,  of  the 
credit  bureau  report  when  present,  was  0.310. 

If  we  were  simply  to  add  the  average  value  of  credit  bureau  information  with  the 
average  value  of  income  to  debt  ratio  (0.310  +  0.078  =  0.388)  and  compare  the  results 
with  an  average  Divergence  of  our  systems,  which  is  about  1.000,  the  result  would 
be  that,  as  before,  our  system  would  forego  15.8  percent  of  the  payers  to  avoid  half 
of  the  non-payers,  while  the  credit  bureau/debt  combination  system  would  forego 
34.8  percent  In  terms  of  one-million  applicants,  the  less  powerful  credit  bureau/debt 
ratio  system  would  deny  credit  to  190,000  individuals  who  would  be  offered  credit 
with  a  scoring  system  making  use  of  all  available  legal  data. 

A  moment's  reflection  on  the  suggestion  that  only  credit  bureau  and  income  to 
debt  ratio  be  permitted  as  gounds  for  determining  creditworthiness  raises  a  bureau- 
cratic specter  of  enormous  proportions.  Will  reporting  to  credit  bureaus  become 
compulsory?  Will  the  form  and  content  of  the  report  be  defined  by  law  or  by 
individual  regulatory  agency  ruling?  Will  the  various  private  agencies  be  replaced 
by  a  single  national  agency  operated  by  the  government?  Will  the  law  require  that 
all  people  without  previous  credit  records  be  automatically  granted  credit  in  order 
to  develop  such  a  record?  Will  regulations  be  issued  that  will  determine  at  what 
income  to  debt  ratio  an  individual  is  permitted  to  apply  for  credit?  Will  regulations 
be  promulgated  to  specify  the  credit  limit  that  any  particular  applicant  may  be 
granted?  After  credit  is  granted,  will  regulations  require  that  the  credit  report  be 
reviewed  from  time  to  time  to  decide  whether  or  not  to  cancel  existing  credit  or  to 
raise  or  lower  existing  credit  limits?  When  these  questions  are  answered  honestly,  it 
is  clear  that  any  move  to  require  only  credit  reports  and  income  to  debt  ratio  to  be 
considered  will  lead  directly  to  government-operated  allocated  credit.  To  say  that 
this  would  be  a  disaster  would  be  an  understatement. 

While  reliance  on  credit  bureau  information  along  with  income  to  debt  ratio  is  a 
grossly  defective  and  inadequate  basis  for  a  credit  decision,  this  is  not  to  say  that 
credit  bureau  information  is  without  any  predictive  content.  Quite  the  contrary,  as 
noted  above,  credit  bureau  information  has  a  Divergence  of  0.300  on  the  average, 
which  is  certainly  a  valuable  candidate  for  inclusion  in  a  credit  scoring  system. 
What  is  necessary  in  each  case  is  for  the  credit  report  information  to  be  evaluated 
for  each  particular  population  on  its  own  merits.  Its  contribution  should  then  be 
included  on  the  basis  of  its  content,  not  by  an  arbitrary  regulation. 

Your  second  question  is  addressed  to  the  possible  effects  of  the  eliminations  of 
geographic  considerations  in  scoring  systems.  During  the  hearings  some  mention 
was  made  of  the  attitude  of  the  Subcommittee  to  consider  the  idea  of  permitting 
regional  systems  while  prohibiting  the  appearance  of  a  geographical  characteristic 
in  an  individual  scoring  system. 

It  is  important  to  emphasize  that  regional  systems  recognize  the  differences  in 
social  patterns  in  different  regions  to  the  benefit  of  each  of  the  regions.  A  simple 
illustration  will  show  the  value.  Consider  two  regions  in  which  a  question  of  home 
ownership  is  asked  with  only  two  possible  replies:  Own  or  Rent.  It  is  possible  that 
the  two  different  regions  would  show  the  following  statistics  for  Payers  and  Non- 
Payers: 
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[Percent] 

Region  1 

Payers 

Nonpayers 

60 

40 

40 

60 

Region  2 

Payers 

Nonpayers 

40 
60 

60 

40 

Note  that  the  figures  shown  are  illustrative  and,  while  entirely  possible,  are  not 
intended  to  depict  any  particular  case. 

In  Region  1,  a  homeowner  is  a  demonstrably  better  risk  than  a  nonhomeowner. 
This  is  a  not  an  unusual  situation  in  a  rural  area.  In  Region  2,  the  opposite  is  the 
case,  not  unexpected  in  a  highly  urban,  center-city  area  where  there  are  few 
homeowners.  If  two  systems  are  built,  the  creditworthy  homeowners  of  Region  1  will 
be  favored  to  the  degree  that  home  ownership  is  predictive,  while  in  Region  2,  the 
nonhomeowners  will  receive  similar  advantage. 

Now,  if  these  populations  are  required  to  be  merged,  by  denying  the  creditor  the 
ability  to  recognize  regional  differences,  the  resulting  figures  will  be  as  follows: 


[Percent] 

Regions  1  and  2  combined 

Payers                      Nonpayers 

Own                 

50 
50 

50 

Rent                  

50 

The  result  is  the  predictive  power  present  in  knowledge  about  home  ownership  in 
the  individual  regions  has  been  entirely  destroyed.  To  the  extent  that  this  predictive 
information  is  unavailable  elsewhere,  which  will  be  true  for  at  least  some  part  of 
the  total,  the  resulting  scoring  system  will  be  inferior  to  the  separate  scoring 
systems  that  would  have  been  made  had  information  about  region  been  permissible, 
with  the  result  that,  if  losses  are  to  be  kept  at  the  same  level,  fewer  people  will  be 
offered  credit. 

To  measure  the  actual  loss  experienced  when  geographical  considerations  are 
removed  from  the  allowable  list  of  characteristics,  it  would  be  necessary,  for  every 
individual  creditor,  to  construct  a  single  scoring  system  covering  an  entire  geo- 
graphical area  (perhaps  the  entire  country)  and  then  construct  a  large  number  of 
regional  systems  and  measure  the  difference  in  the  performances.  Most  of  our 
clients  who  operate  nationwide  are  aware  of  the  differences  in  economic  and  social 
patterns  in  various  parts  of  the  country  and  do  not  waste  their  time  in  constructing 
the  overall  system. 

We  have  conducted  several  experiments  that  are  similar  in  effect  to  the  process 
described  above.  In  these  experiments  we  have  constructed  a  scoring  system  for 
some  particular  geography  and  then  we  have  tested  that  system  on  a  sample 
population  from  various  other  geographical  areas.  The  degradation  in  performance 
of  the  system  when  applied  to  a  different  population  shows  the  effect  that  ignoring 
geography  may  have. 

In  one  specific  case,  a  scoring  system  for  one  region  that  had  a  Divergence  of 
1.216  was  shown  to  have  a  Divergence  of  only  0.716  when  applied  to  a  different 
region.  In  terms  of  one-million  applicants  in  each  of  the  two  regions  (and  this  was  a 
case  where  this  volume  of  applicants  was  normal)  the  high  Divergence  case  would 
have  foregone  110,000  creditworthy  applicants  to  avoid  half  of  the  non-payers,  while 
when  applied  to  the  population  of  the  different  geographical  area,  235,800  payers 
would  have  been  turned  away,  depriving  over  125,000  creditworthy  people  of  the 
opportunity  to  obtain  credit.  The  system  actually  constructed  for  use  in  the  second 
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area,  which  took  account  of  the  regional  differences,  was  naturally  far  more  effec- 
tive. 

In  another  experiment,  we  developed  for  a  creditor  a  group  of  scoring  systems 
taking  advantage  of  regional  difference.  There  remained,  however,  some  regions  in 
which  the  client  operated  where  they  did  not  generate  enough  business  from  which 
a  suitable  sample  on  which  to  base  a  scoring  system  could  be  collected.  As  a  result, 
each  of  the  full  scoring  systems  was  tested  on  these  smaller  areas  to  see  if  any  of 
them  could  produce  results  good  enough  to  be  used. 

As  an  illustration  of  the  results,  one  of  the  full  scoring  systems  had  a  Divergence 
of  just  under  1.000.  When  that  system  was  applied  to  a  sample  of  data  from  another 
region,  in  this  case  at  the  opposite  side  of  the  country,  the  Divergence  dropped  to 
0.600.  A  scoring  system  specifically  designed  for  the  second  region  could  have  been 
expected  to  have  a  Divergence  of  about  1.000.  In  terms  of  one-million  applicants,  the 
use  of  the  inferior  system  on  the  second  region  would  have  resulted  in  116,000 
people  being  turned  away  who  would  have  been  offered  credit  in  a  regional  system. 

While  there  was  some  discussion  during  the  hearings  by  both  Senator  Tsongas 
and  Senator  Levin  that  they  might  not  oppose  regional  systems,  no  definite  state- 
ment was  made  in  that  regard.  We  wish  to  be  on  record  as  testifying  that  elimina- 
tion of  regional  systems  will  seriously  reduce  the  amount  of  credit  available  to 
consumers. 

In  more  direct  answer  to  your  second  question,  the  removal  of  a  geographical 
component  from  a  scoring  system  may  have  substantial  consequences  or  it  may 
have  none,  or  anything  in  between,  depending  on  the  particular  case.  In  one 
instance,  in  a  system  developed  by  us  some  years  ago  and  since  replaced  by  regional 
systems,  a  state  group  characteristic  appeared.  While  it  might  seem  that  a  group  of 
states  is  a  fairly  coarse  screen,  it  was  shown  during  development  that  the  groupings 
derived  had  important  predictive  content.  In  a  system  of  overall  Divergence  about 
0.81,  the  contribution  to  the  total  made  by  the  geographical  component  was  0.106. 
Again,  in  terms  of  one-million  applicants,  which  was  definitely  the  case  with  this 
creditor,  the  removal  of  the  geographical  component  would  have  resulted  in  turning 
away  30,000  more  creditworthy  applicants  in  order  to  continue  to  avoid  one  half  of 
the  non-paying  applicants. 

On  an  occasion  some  years  ago,  for  which  the  data  are  unfortunately  no  longer 
available,  we  developed  a  system  for  the  South  Eastern  U.S.,  excluding  Florida 
(where  the  client  in  question  had  no  offices).  As  an  experiment,  we  developed  the 
scoring  system  twice,  once  including  and  once  excluding  all  data  from  the  Atlanta 
metropolitan  area,  the  only  large  urban  area  of  its  kind  in  the  region  covered.  The 
resulting  two  scoring  systems  were  substantially  different;  the  one  that  did  not 
include  Atlanta  was  considerably  more  powerful.  On  examination  the  reasons 
became  clear;  the  patterns  of  the  characteristics  available  from  the  sample  data 
were  clearly  different  in  the  urban  area  from  the  data  in  the  rest  of  the  region. 

Examples  of  the  differences  in  the  predictive  power  of  individual  characteristics 
in  different  areas  are  readily  apparent.  With  the  client  with  more  than  three 
regional  systems  covering  most  of  the  U.S.,  one  region  showed  home  ownership  or 
non-ownership  had  a  predictive  power  of  0.333,  while  in  another  region,  at  the  other 
side  of  the  country,  this  same  item  is  only  one-tenth  as  useful,  with  a  predictive 
power  of  0.033.  In  two  other  regions  of  the  same  creditor,  a  finance  company 
reference  has  in  one  case  a  value  of  0.304  and  in  the  other  0.039.  All  of  the 
characteristics  in  these  areas  differ  to  some  degree.  To  merge  all  of  these  together 
into  a  single  system  would  drastically  reduce  the  ability  of  the  scoring  system  to 
identify  probable  payers. 

While  there  appears  to  be  understanding  that  regions  may  have  different  patterns 
of  life,  there  are  other  groupings  that  merit  attention.  For  example,  members  of  the 
military  have  very  different  life  patterns  from  the  civilian  population.  In  general, 
they  are  younger,  they  move  quite  frequently,  often  to  overseas  locations,  and  the 
rate  of  home  ownership  is  lower  than  the  civilian  population,  as  is  the  general 
income  structure.  Obviously,  the  occupational  categories  do  not  correspond  to  civil- 
ian occupations.  We  have  made  a  number  of  scoring  systems  specifically  for  military 
personnel  and  all  of  them  are  very  different  from  the  civilian  systems  made  for  the 
same  creditors. 

With  regard  to  your  third  question  concerning  the  use  of  applicant's  credit  histo- 
ry: Any  statement  by  anyone  that  any  competent  developer  of  credit  scoring  sys- 
tems fails  to  take  into  account  an  applicant's  credit  history  is  a  deliberate  falsehood. 
The  following  are  the  facts: 

1.  In  the  development  of  any  scoring  system,  all  of  the  information  that  may 
legally  be  examined  is  considered.  Except  in  one  or  two  cases  where  the  client 
himself  specifically  requests  that  credit  report  information  be  ignored,  or  who  has 
not  used  credit  report  information  in  the  past  with  the  consequence  that  it  is  not 
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available,  we  treat  credit  bureau  information  exactly  as  we  treat  all  other  data;  we 
evaluate  its  possible  predictive  contribution  and  permit  such  data  to  be  a  candidate 
or  candidates  for  inclusion  in  the  final  scoring  system. 

2.  Credit  history  is  not  contained  exclusively  in  the  data  furnished  by  a  credit 
report  from  a  reporting  agency.  Some  component  of  the  credit  history  is  on  the 
application  at  points  where  the  applicant  presents  his  current  credit  status,  identify- 
ing the  creditors  with  whom  he  has  accounts  as  well  as  the  banking  and  other 
financial  connections  he  may  have.  This  information,  like  all  the  other  items,  is 
considered  in  the  original  development  of  the  scoring  system  and  may  appear  in  the 
final  scoring  table  if  the  contribution  is  sufficient.  As  it  happens,  this  information  is 
very  often  highly  predictive  and  some  item  of  this  type  appears  in  a  very  large 
percentage  of  the  credit  scoring  systems  we  manufacture. 

As  a  practical  matter,  both  operationally  and  economically,  the  more  quickly  and 
cheaply  that  a  credit  grantor  can  reach  a  decision,  the  better  it  is  for  everyone.  For 
any  item  of  information  a  user  must  compare  the  value  of  the  information  to  the 
cost  of  acquiring  it.  As  a  result,  when  we  develop  a  credit  scoring  system  we  do  so  in 
such  a  way  that  the  information  from  the  application,  which  is  provided  at  mini- 
mum cost  by  the  applicant,  is  evaluated  first.  Under  some  conditions  it  is  possible  to 
establish  enough  predictive  information  from  the  application  data  alone  so  that  a 
decision  can  be  made  at  that  point.  This  is  only  the  case  when  it  can  be  shown  that 
the  numerical  predictive  value  that  would  be  provided  by  a  credit  bureau  report 
would  not  affect  the  final  decision.  In  any  such  case  the  acquisition  of  a  credit 
bureau  report  would  be  a  waste  of  money,  time,  and  effort.  To  illustrate  this 
numerically,  it  might  turn  out  that,  upon  evaluation,  the  totality  of  the  credit 
bureau  information  would  contribute  at  best  +26  points  and  at  worst  a  negative  31 
points  to  the  total  score  achieved  by  an  applicant.  If  the  minimum  acceptable  score 
were,  say,  200  points,  then  an  applicant  receiving  250  points  on  the  application  data 
alone  could  be  accepted  at  once,  since  even  if  a  credit  bureau  report  were  obtained 
and  showed  the  worst  possible  record,  the  reduction  in  points  (-31)  would  still  leave 
the  applicant  with  219,  well  above  the  minimum.  Alternatively,  if  an  applicant 
scored  only  160  points  on  the  application,  even  the  best  credit  bureau  report  would 
only  bring  the  score  to  186,  below  the  minimum. 

Respectfully  submitted. 

William  R.  Fair,  President. 

Senator  Tsongas.  Senator  Levin? 

Senator  Levin.  I  will  just  follow  up  with  a  last  question,  if  I 
could.  The  systems  which  you  designed  without  consideration  of 
geography,  are  they  good  systems? 

Mr.  Fair.  Yes,  but  they're  not  as  good. 

Senator  Levin.  But  they're  perfectly  adequate  systems. 

Mr.  Fair.  It  depends  upon  your  definition  of  adequacy,  Senator. 

Senator  Levin.  In  your  opinion,  are  they  adequate  systems? 

Mr.  Fair.  If  your  measure  includes  adherence  to  the  Senator 
Levin  social  philosophy,  the  answer  is,  "Yes." 

Senator  Levin.  Adherence  to  your  business  practices.  You  sold 
this  to  companies  without  the  use  of  geography.  Did  you  sell  them 
adequate  systems? 

Mr.  Fair.  The  word  "adequate"  is  giving  me  trouble,  because  the 
choice  is  between  two  close  contenders,  one  of  which  will  serve  the 
economic  interests  of  the  creditor  better  than  the  other— namely, 
taking  advantage  of  geography— the  other  serves  his  interests  less 
well. 

Senator  Levin.  Would  it  serve  their  interests  adequately? 

Mr  Fair.  I'm  afraid  you'd  have  to  ask  each  individual  creditor 
that,  because  I  can't  respond. 

Senator  Levin.  Did  you,  when  you  created  the  system  for  them, 
represent  to  the  folks  that  you  have  a  good  model  that  you're 
giving  to  them  that's  useful  and  adequate? 

Mr  Fair.  Yes.  What  we  do  is  give  them  two  choices  and  we'll 
say,  tor  example,  repeat  for  example,  this  one's  10  percent  better 
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than  that.  Now  which  way  do  you  opt?  We  do  not  make  that  choice 
for  them. 

Senator  Levin.  You  don't  tell  them  that  they're  both  adequate? 

Mr.  Fair.  The  word  "adequate"  is  inapropos. 

Senator  Levin.  They're  both  good,  they're  both  useful,  they're 
both  practical? 

Mr.  Fair.  I'm  sorry,  I  misunderstood  you.  We  would  be  misrepre- 
senting ourselves  in  the  marketplace  if  we  didn't  tell  them  that  we 
were  delivering  a  product  which  was  better  than  what  it  was  going 
to  replace,  which  it  does. 

Senator  Tsongas.  Two  quick  questions.  One  is  unfair  and  I  apolo- 
gize in  advance  for  asking  it.  But  you  would  not  deny  Mrs.  Selick 
credit  on  the  basis  of  her  background  or  her  performance  this 
morning,  I  would  assume? 

Mr.  Fair.  Of  course  not.  Could  I  respond  a  bit  further  there? 
Because  I  think  this  might  be  one  of  the  most  important  things 
that  should  be  said,  and  I  haven't  touched  on  it  yet. 

I  have  talked  in  the  abstract  about  increasing  the  flow  of  infor- 
mation. I  have  not  mentioned  the  mechanism  whereby  it  could  be 
encouraged,  if  not  brought  about,  and  that  is  a  system  whereby  we 
would  replace  the  current  single  step  negotiation  process,  wherein 
there's  application,  decision,  and  that's  the  end  of  it.  There  is  no 
need  to  restrict  the  process  to  be  a  single  stage.  And  it's  certainly 
true  in  the  granting  of  commercial  credit  that  there's  a  whole 
series  of  negotiations.  You  don't  walk  into  a  bank  as  a  business, 
ask  for  $150,000  and  walk  out  with  a  check  in  your  pocket.  You 
make  yourself  known,  you  convey  information  of  many  kinds. 
There  are  negotiations,  explorations,  a  chance,  if  you  will,  for  the 
would-be  borrower  to  sell  him  or  herself. 

ENCOURAGE   COMMUNICATION 

That  is  absent  under  the  current  mode  of  operation,  and  I  sug- 
gest that  if  you  could  encourage  a  greater  level  of  communication, 
be  it  more  information  at  one  stage  or  more  stages,  then  everybody 
would  come  out  ahead. 

Senator  Tsongas.  I  think  we  all  agree  that  would  make  sense. 
But  that's  something  to  be  done  within  the  industry,  not  mandated 
by  the  Congress. 

Mr.  Fair.  I  understand.  And  in  my  third  recommendation,  I  ask 
only  that  you  encourage.  It's  not  clear  to  me  how  you  do  it. 

Senator  Tsongas.  It's  not  clear  to  me,  either.  I  think  that  clearly, 
Senator  Levin  and  I  would  have,  I  think  it's  fair  to  say,  a  different 
view  on  the  social  policy  implications  of  what  we're  talking  about 
than  you  would.  I  think  your  concern  is  the  quality  of  the  product 
that  you  present  to  your  clients,  and  I  think  that's  perfectly  legiti- 
mate. I  mean,  that's  why  you  are  in  business.  That's  why  people 
come  to  you. 

And  even,  perhaps,  although  we  may  differ,  in  the  end  I  think 
that  issue  should  not  be  in  dispute.  However,  Dr.  Capon  addresses 
himself  in  his  testimony  to  the  question  that  there  are  indeed  the 
introduction  of  criteria  and  modifications  that  do  not  relate  to  any 
predictive  quality.  Would  you  want  to  address  that,  finally,  because 
it  is  important  in  terms  of  the  assumptions  that  have  been  made 
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that  all  of  these  indeed  are  quite  material  and  have  predictive 
qualities  that  are  important  in  terms  of  the  capacity  to  be  salable? 

Dr.  Capon.  I'm  not  quite  sure  I  understand  that  question  com- 
pletely, but  I  think  I  can  cover  it.  Let  me,  if  I  may,  make  just  a 
couple  of  other  points. 

Senator  Tsongas.  There  are  restrictions,  according  to  what  you 
said,  that  are  placed  upon  applicants  that  do  not  relate  to  predic- 
tive qualities  or  statistical  accuracy.  Is  that  not  the  case? 

Dr.  Capon.  I'm  sorry,  I  haven't  got  the  question. 

Senator  Tsongas.  Is  there  the  introduction  in  scoring  systems  of 
criteria  or  groupings,  for  example,  that  do  not  relate  to  predictive 
qualities? 

Dr.  Capon.  I  think  that  a  priori,  as  I  understand  it,  credit  scoring 
developers  will  use  any  piece  of  information  they  can  get  their 
hands  on,  as  the  first  step  in  the  analysis.  Now,  some  of  those  may 
in  fact  have  no  predictive  power  and  thus  may  never  enter  into  the 
final  scoring  table  which  is  used  to  judge  the  individual  applicant.  I 
suspect,  for  example,  the  first  letter  of  the  last  name,  although  it's 
been  used,  it's  been  shown  to  have  some  predictive  power,  by  the 
time  that  four  or  five  other  variables  have  entered  the  equation, 
has  no  more  predictive  power,  and  so  it  never  reaches  the  final 
scoring  table. 

But  the  point  I  think  to  be  made  is  that  any  item  of  information 
whatsoever  is  fair  game,  any  conceivable  item  of  information.  We 
could  ask  applicants,  for  example,  the  question:  Suppose  you  were 
to  have  a  guest  for  dinner  and  you  had  the  choice  between  Farah 
Fawcett-Majors,  Jackie  Onassis,  and  Betty  Ford;  check  which  one 
you  would  prefer.  It's  conceivable  that  that  would  show  a  statistical 
relationship. 

I  suggest  that  you  would  not  believe  that  that  was  an  appropri- 
ate criterion  to  be  used. 

But  can  I  just  come  out  and  comment  on  a  couple  of  other  points 
that  have  come  up  in  the  testimony?  One  of  the  arguments  made 
by  creditors  is  that  if  you  take  away  their  ability  to  predict— that 
is,  remove  geography  from  the  number  of  variables  that  they  can 
use— then  what's  going  to  happen  is  credit  is  going  to  dry  up;  that 
the  more  you  take  away  their  variables,  the  less  willing  creditors 
are  going  to  be  to  award  credit. 

Over  the  last  several  years,  Congress  has  taken  away  several 
variables.  They  have  taken  away  race,  sex,  marital  status,  et 
cetera.  It's  not  my  observation  that  the  amount  of  credit  granted  in 
this  country  has  in  fact  gone  down 

Mr.  Fair.  That's  false. 

Dr.  Capon  [continuing].  Over  the  last  few  years. 

Mr.  Fair.  That's  simply  factually  false.  The  amount  of  credit 
extended  under  these  circumstances,  the  acceptance  rates  have 
gone  down. 

Dr.  Capon.  I  guess  we  could  empirically  verify  that.  But  what  I 
read  in  the  newspapers  about  the  amount  of  credit,  it  seems  to  be 
going  up  very  fast.  But  that's  empirically  verifiable. 

Senator  Tsongas.  It  would  be  worthwhile  to  get  that  information 
to  the  committee. 

[The  following  was  received  for  the  record:] 
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Supplementary  Testimony  of  Noel  Capon 

The  following  testimony  has  been  prepared  to  clarify  and  emphasize  issues  relat- 
ing to  Senate  Bill,  S15. 

(1)  Credit  extension. — In  the  course  of  my  oral  testimony  to  the  Subcommittee  on 
June  4  there  was  a  disagreement  between  Mr.  Fair  and  myself  as  to  a  matter  of 
fact. 

I  observed  that  a  major  argument  of  some  creditors  against  passage  of  SI 5  was 
that  if  geography  were  to  become  a  prohibited  characteristic  in  credit  granting 
decisions  the  overall  quantity  of  credit  awarded  by  creditors  would  decrease  sub- 
stantially. I  suggested  that  this  argument  should  not  be  taken  too  seriously  since,  in 
the  past  few  years,  Congress  had  prohibited  the  use  of  several  predictive  character- 
istics; race,  color,  national  origin,  sex,  marital  status,  religion,  and  source  of  income, 
and  it  was  not  my  observation  that  the  amount  of  credit  granted  in  the  United 
States  had  gone  down  during  this  period.  Mr.  Fair  stated  that  my  assertion  was 
".  .  .  simply  factually  false". 

I  have  obtained,  from  the  Federal  Reserve  Board,  the  data  reproduced  in  Table  1. 
Casual  observation  reveals  that  in  the  post-ECOA  enactment  period,  growth  in 
consumer  credit  extension  has  been  remarkably  strong.  Indeed,  the  1975/76,  1976/77 
and  1977/78  growth  rates  and  absolute  dollar  increases  are  among  the  highest  over 
the  10  year  period! 

It  would  not  appear  that  the  prohibitions  placed  on  creditors  thus  far  have 
significantly  affected  their  ability  to  award  credit  post-ECOA. 

TABLE  1.— CONSUMER  INSTALLMENT  CREDIT  > 
[Dollars  in  billions] 


Period 


1967. 
1968. 
1969. 
1970. 
1971. 
1972. 
1973. 
1974. 
1975. 
1976. 
1977. 
1978. 


Year  to  year 

iions 

growth  rate  (percent) 

Year  to  year  increase 

$89  058 

101.426 

13.9 

$12,368 

109.422 

7.9 

7.996 

115.132 

5.2 

5.710 

138.046 

19.9 

22.914 

151.749 

9.9 

13.703 

173.035 

15.3 

21.286 

172.765 

[0.02] 

[0.27] 

180.441 

4.4 

8.676 

211.028 

17.0 

30.587 

254.071 

20.4 

33.043 

298.574 

17.5 

44.503 

1  Figures  provided  by  the  Federal  Reserve  Board. 


(2)  Prescreening  programs.— In  my  written  testimony  I  noted  a  major  loophole  in 
ECO  A  legislation  which  is  especially  germane  to  SI  5.  However,  this  matter  was  not 
addressed  in  any  of  the  oral  testimony.  The  loophole  concerns  prescreening  pro- 
grams in  which  a  creditor  preselects  potential  credit  customers  and  offers  them 
credit.  The  potential  customer  is  then  free  to  accept  or  reject  the  credit.  The  critical 
issue  is  that  in  this  system  there  is  no  application  process.  Since  ECOA  legislation 
specifically  applies  to  credit  applications,  creditors  using  prescreening  programs  are 
free  to  use  as  criteria  individual  characteristics  which  are  proscribed  under  ECOA. 

Typically  the  preselection  decision  is  made  on  the  basis  of  credit  history  data.  The 
creditor  supplies  a  credit  bureau  with  a  set  of  criteria  and  receives  from  the  bureau 
a  list  of  acceptable  names.  However,  some  creditors  also  include  geographic  criteria. 
They  advise  the  bureau  that  they  do  not  wish  to  receive  names  in  certain  zip  code 
areas,  even  though  the  credit  history  criteria  are  satisfied. 

This  practice  goes  to  the  heart  of  the  concern  for  inner  city  neighborhoods  which 
was  expressed  very  forcibly  at  the  Hearings.  I  urge  that  any  legislation  which  seeks 
to  prohibit  the  use  of  geography  in  credit  scoring  and  judgmental  application 
systems  also  include  within  its  prohibitions  the  systematic  exclusion  of  zip  code 
areas,  redlining,  in  prescreening  programs. 
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CREDIT    HISTORY    INFORMATION 


Dr.  Capon.  The  second  point  I'd  like  to  make  is  with  respect  to 
Mr.  Fair's  desire  to  use  all  information  that's  available.  If  that  is  in 
fact  what  he  seeks  to  do,  I'd  like  to  know,  why  is  it  that  the 
systems  are  designed  to  avoid  using  credit  history  information.  It 
would  seem  to  me  that  if  he  really  wanted  to  use  all  possible 
information,  then  credit  history  information  would  be  one  of  the 
items  of  information  that  you  would  be  most  concerned  with. 

Now,  I  know  you  use  it  in  the  second  stage  of  your  systems.  But 
as  I  understand  it,  it's  not  used  in  the  first  stage  of  the  system. 

Senator  Levin.  Would  you  give  Dr.  Fair  an  opportunity  to  re- 
spond to  that?  It  is  important. 

Mr.  Fair.  I'll  repeat  what  I  believe  to  be  the  question,  both  for 
your  benefit  and  to  make  sure  that  I  understand  it.  The  question 
is:  "Why  do  we  not  always — why  do  we  not  take  into  account 
information  on  a  person's  previous  payment  behavior,  typically  in 
the  form  of  a  credit  bureau  report?" 

The  answer  is  that  we  always  did,  we  always  do,  and — I'm  sorry, 
I'm  going  to  retract.  It  is  an  improper  allegation  that  we  don't. 

Now,  it  is  certainly  the  case — and  Mr.  Capon  has  conceded  cor- 
rectly— that  credit  bureau  information  is  introduced  into  scoring 
systems  in  the  second  stage.  There's  a  very  simple  economic 
answer  to  that:  Credit  bureau  reports  cost  creditors  money.  If  they 
can  make  a  decision  based  on  the  information  that  is  given  on  the 
application,  be  it  a  clearcut  acceptance  or  a  clearcut  rejection,  then 
the  information  resulting  from  investment  of  $2,  $3  or  $4  in  the 
credit  report  is  absolutely  irrelevant.  It  cannot  change  the  decision. 

To  quote  my  worthy  associate  Dr.  Lewis,  if  you  score  low  enough 
on  your  application  form,  the  credit  report  of  Sir  Galahad  will  not 
bring  you  above  the  cutoff;  the  risk  undertaken  by  the  creditor  is 
still  too  high  for  him  to  take. 

On  the  contrary,  at  the  other  end,  if  you  score  high  enough,  the 
world's  worst  credit  report  will  still  not  change  the  odds  sufficient- 
ly to  cause  a  rejection.  This  is  the  doctrine  that  we  preach,  and  a 
substantial  fraction  of  our  customers  adhere  to  it.  Some  do  not. 

Dr.  Capon.  In  other  words,  someone  like  Mrs.  Selick,  who  just 
happens  to  have  a  good  credit  record,  she  in  fact  never  gets  to  the 
stage  of  having  that  credit  record  judged,  because  she's  tossed  out 
of  the  system  early. 

Senator  Tsongas.  To  use  another  analogy,  in  Atlanta  if  you  had 
Mrs.  Cherry  and  your  neighborhood  happens  to  be  the  kind  of 
criteria  that  counts,  as  opposed  to  creditworthiness. 

Mr.  Fair.  That's  not  true.  That's  unfortunately  not  true. 

Senator  Levin.  If  it  were  Bert  Lance? 

Mr.  Fair.  The  statement  or  the  implication  that  neighborhood 
dominates  and  that  the  credit  report  is  not  considered,  that's 
simply  not  the  case. 

Senator  Levin.  In  the  first  stage,  is  the  credit  report  considered? 

Mr.  Fair.  I'm  sorry,  you're  correct.  In  the  first  stage  the  credit 
report  is  not  considered. 

Senator  Levin.  Is  that  rejection  letter  usually  sent  out  after  the 
first  stage? 

Mr.  Fair.  That  depends  on  the  size  of  the  score.  If  it's  low 
enough,  there  is  no  credit  report,  that  is  correct.  That  is  the  equiv- 
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alent  of  the,  quote,  "eyeball  rejection"  that's  been  going  on  in 
credit-granting  for  as  long  as  credit  granting  has  been  going  on. 

Senator  Levin.  As  a  matter  of  fact,  isn't  the  purpose  of  your 
business,  your  scoring  system,  to  make  it  unnecessary  to  make  a 
full  credit  investigation  to  the  applicant? 

Mr.  Fair.  Absolutely  not. 

Senator  Levin.  I'm  reading  from  your  technical  report.  It  says: 
"The  scoring  system  is  designed  so  that  it  is  necessary  to  make  a 
full  credit  investigation  for  only  a  fraction  of  the  applicants." 

Mr.  Fair.  That's  a  correct  statement.  But  that's  not  the  one  that 
you  said. 

Senator  Levin.  What  was  the  difference? 

Mr.  Fair.  The  difference  is  that  we  do  not  specifically  design — 
pardon  me.  Let  me  make  a  positive  statement. 

We  design  a  strategy  which  includes  two  stages,  which  is  intend- 
ed to  reach  the  correct  decision  based  on  the  full  amount  of  infor- 
mation that  is  necessary  to  make  that  decision  and  serve  the 
economic  interests  of  our  customer. 

Now,  if  it  is  advisable  to  him,  serving  his  economic  interests,  to 
invest  in  a  credit  report,  the  strategy  causes  him  to  do  that.  If  the 
opposite  is  the  case,  the  strategy  causes  him  to  do  that,  too. 

investigation  of  applicants 

Senator  Levin.  When  you  say  the  scoring  system  that  you  design 
is  designed  so  that  it's  necessary  to  make  a  full  credit  investigation 
for  only  a  fraction  of  the  applicants,  doesn't  that  mean  that  they 
don't  have  to  get  beyond  stage  one  for  most  of  the  applicants? 

Mr.  Fair.  It  varies  over  a  very  wide  range,  Senator. 

Senator  Levin.   Isn't  that  the  purpose  of  the  scoring  system? 

Mr.  Fair.  The  purpose  of  our  scoring  system  is  to  make  the 
maximum  number  of  correct  decisions. 

Senator  Levin.  At  stage  one. 

Mr.  Fair.  Overall. 

Senator  Levin.  Not  at  stage  one? 

Mr.  Fair.  Overall,  in  both  cases. 

Senator  Levin.  It  doesn't  reduce  the  reliance  on  individual  credit 
bureau  history? 

Mr.  Fair.  It  does  that. 

Senator  Levin.  That's  what  it's  intended  to  do,  isn't  it? 

Mr.  Fair.  In  those  cases  where  it's  in  the  economic  interest  of 
the  creditor  to  do  so.  But  it  would  be  irrational  for  him  to  do 
otherwise,  in  his  own  interest. 

Senator  Levin.  Do  you  seek  to  exclude  the  credit  report  from 
stage  one? 

Mr.  Fair.  Not  only  seek;  we  do. 

Senator  Levin.  That  information  you  seek  to  exclude  from  stage 
one. 

Mr.  Fair.  We  more  than  seek  to  do  it;  we  actually  accomplish  it. 

Senator  Levin.  You  don't  try  to  get  as  much  information  as 
possible  to  the  creditor? 

Mr.  Fair.  In  Stage  one,  by  definition,  deals  with  other  than 
information  which  costs  the  creditor  money. 
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Senator  Tsongas.  I  think  it's  fair  to  say  that  the  testimony  that 
we've  heard— it  could  have  indeed  been  the  case  whether  we  were 
discussing  race,  ethnic  origin,  or  whatever. 

What  we  really  come  down  to  is  a  decision  on  social  policy. 

Mr.  Fair.  I  agree. 

Senator  Tsongas.  That  is  the  problem  before  the  committee,  and 
that  is  the  reason  we  are  addressing  it. 

Thank  you  very  much  for  your  testimony. 

Mr.  Ferrante,  who  is  senior  vice  president  of  the  Security  Pacific 
National  Bank,  on  behalf  of  the  ABA  and  the  Consumer  Banking 
Association;  and  Ms.  Gail  Rubino  of  the  National  Retail  Merchants 
Association  of  Washington. 

STATEMENTS  OF  NICHOLAS  J.  FERRANTE,  SENIOR  VICE  PRESI- 
DENT, SECURITY  PACIFIC  NATIONAL  BANK,  LOS  ANGELES, 
CALIF.,  ON  BEHALF  OF  AMERICAN  BANKERS  ASSOCIATION 
AND  CONSUMERS  BANKERS  ASSOCIATION,  ACCOMPANIED  BY 
DAVID  DIRCKX,  MANAGER  OF  MANAGEMENT  SCIENCES  DIVI- 
SION; AND  GAIL  RUBINO,  ON  BEHALF  OF  NATIONAL  RETAIL 
MERCHANTS  ASSOCIATION,  NEW  YORK  CITY,  N.Y.,  ACCOMPA- 
NIED BY  SHELDON  FELDMAN,  COUNSEL 

Senator  Tsongas.  We've  got  four  people. 

Would  you  introduce  your  associates? 

Ms.  Rubino.  This  is  Sheldon  Feldman  of  Weil,  Gotshal  & 
Manges,  counsel  to  NMRA. 

Mr.  Ferrante.  Accompanying  me  is  David  Dirckx,  administrator 
of  our  management  sciences  division. 

Mr.  Chairman,  I'm  Nick  Ferrante,  senior  vice  president  of  Secu- 
rity Pacific  National  Bank  and  a  member  of  the  Bank  Card  Execu- 
tive Committee  of  the  American  Bankers  Association. 

As  I  mentioned,  accompanying  me  is  David  Dirckx,  administra- 
tor of  our  management  sciences  division. 

We  are  appearing  before  you  as  representatives  of  the  American 
Bankers  Association,  whose  membership  consists  of  over  90  percent 
of  the  Nation's  more  than  14,000  full  service  banks  and  the  Con- 
sumer Bankers  Association,  which  represents  325  commercial 
banks  that  hold  over  60  percent  of  the  consumer  credit  outstanding 
held  by  such  institutions. 

I'd  like  to  summarize  the  written  testimony. 

Today  we'd  like  to  discuss  with  you  the  social  and  community 
responsibilities  of  banks  and  economic  issues  related  to  consumer 
credit  benefits  that  our  bank  has  derived  over  the  past  14  years 
from  credit-scoring  systems. 

We'd  like  to  discuss  the  intent  of  S.  15  and  discuss  the  legislation 
and  regulation  designed  to  protect  consumers. 

We  will  also  describe,  in  our  opinion,  some  of  the  unintended 
effects  of  this  proposed  legislation  and  offer  recommendations  to 
the  committee. 

Senator  Tsongas.  At  that  point — let  me  interrupt  you. 

The  prior  witnesses,  Mr.  Fair  and  Mr.  Capon  are  still  here.  We'd 
also  ask  them  to  submit  language  that  they  would  suggest  in  terms 
of  modifications,  if  any,  to  the  act. 

Mr.  Ferrante.  Thank  you. 
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MULTIPLE    ACCOUNTABILITY 


Bankers  feel  very  strongly  about  their  multiple  accountability. 
There's  been  a  great  deal  of  discussion  concerning  the  social  impli- 
cations of  declining  credit  to  individuals.  There's  other  responsibil- 
ities that  bankers  have  to  forego  the  opportunities  for  earnings 
that  exist  when  credit  is  advanced  to  consumers  who  either  cannot 
benefit  or  who  might  be  harmed  by  the  extension  of  credit. 

This  multiple  responsibility  is  combined  with  a  second  funda- 
mental accountability  that  stems  from  a  bank's  charter.  That  re- 
quires bankers  to  support  their  community  by  providing  their  serv- 
ices to  the  maximum  number  of  customers. 

Of  course,  there  is  a  responsibility  to  our  depositors  to  make 
sound  investments  and  responsibilities  to  our  stockholders  to  pro- 
duce profit,  to  continue  the  organization.  This  balance  of  responsi- 
bilities makes  it  extremely  difficult  for  bankers  to  determine  how 
to  deal  with  the  granting  of  consumer  credit. 

Credit  scoring  tends  to  support  these  multiple  responsibilities 
and  especially  the  dual  responsibilities  of  providing  credit  to  the 
maximum  number  of  qualified  customers,  while  minimizing  the 
extent  of  credit  to  those  who  may  not  benefit  from  it  or  who  may 
be  harmed  by  it. 

As  an  aside,  the  banking  industry  has  been  often  maligned  by 
various  members  of  society  for  the  fact  that  we  have — especially  in 
the  bank  card  area — something  called  credit  card  junkies. 

So  we  find  ourselves  in  a  dichotomy,  whereas,  on  the  one  hand, 
we  are  reminded  about  our  responsibilities  not  to  provide  credit  for 
those  people  who  cannot  support  it;  on  the  other  hand,  the  maxi- 
mum amount  of  credit — there  are  some  economic  issues  that  we'd 
like  to  discuss  also. 

For  the  past  several  years,  as  a  matter  of  fact,  since  1965,  our 
banks  finance  charge  rate  has  remained  virtually  constant  at  1.5 
percent  per  month.  During  the  same  period,  as  you  might  expect, 
our  expenses  have  more  than  doubled.  With  the  exception  of  some 
minor  changes  in  the  method  of  calculating  finance  charges,  we've 
been  able  to  maintain  the  rate  that  we  currently  charge,  and  have 
charged  since  1965,  through  various  management  techniques  and 
automation. 

One  such  management  technique  has  been  credit  scoring.  In  the 
absence  of  techniques  such  as  credit  scoring,  it  could  have  in  fact 
created  a  situation  where  the  cost  to  the  consumer  might  have 
been  considerably  higher  than  it  has  been. 

After  several  years  of  experience  with  credit  scoring  systems,  we 
found  that  they  provide  the  following  benefits  for  our  customers. 
Consumers  can  expect  more  consistency  from  our  nearly  2,000 
credit  analysts. 

We  have,  in  California,  a  statewide  network  that  provides  for 
approximately  three  to  four  people  within  each  of  our  branches 
who  are  responsible  for  approving  credit  applications.  These  2,000 
creditors  are  more  consistent,  through  the  use  of  credit  scoring 
systems. 

The  second  benefit  for  consumers  is  that  they  can  expect  to  be 
treated  with  the  same  manner  more  often  throughout  our  branch 
networks.  This  is  a  result  of  the  uniformity  of  the  application  of 
the  credit  criteria. 
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The  third  benefit  for  consumers  is  that  they  might  expect  to 
receive  a  more  appropriate  credit  line  amount,  since  our  scoring 
system  provides  recommended  line  amounts  for  our  consumers  that 
is  not  present  in  our  judgmental  systems. 

A  fourth  point  is  that  many  applications  previously  declined  in 
the  judgmental  system  are  approved  in  our  scoring  system,  this 
while  we  currently  maintain  the  same  risk  level. 

The  fifth  point,  many  more  first-time  credit  applicants  have  been 
approved  since  scoring  has  been  implemented.  During  the  past, 
credit  analysts,  who  have  based  their  experience  and  based  their 
judgment  on  experiences  from  some  years  past,  have  found  it  very 
difficult  to  approve  first-time  credit  users. 

However,  scoring  systems  have  indicated  that  such  users  are 
acceptable  risks,  and  therefore  they  have  been  approved  since  the 
implementation  of  credit  scoring. 

Last,  the  sixth  item,  credit  scoring  has  provided  improved  oper- 
ational effectiveness,  which  has  allowed  us  to  grant  more  consumer 
credit  lines  at  virtually  a  constant  price — that  is,  more  not  only  as 
a  percentage  of  those  who  come  through  the  doors  and  those  that 
we've  solicited  through  the  mail,  but  also  more  credit  lines  as  a 
percentage  of  those  who  apply. 

PREVENTS   USE   OF  GEOGRAPHIC   LOCATION 

We  interpret  the  purpose  of  S.  15  to  prevent  the  use  of  geograph- 
ic location  as  a  decision  criteria  in  the  granting  of  credit  cards 
because  of  the  creditor's  perception  of  the  racial,  ethnic,  or  econom- 
ic composition  of  certain  areas. 

However,  this  type  of  overt  discrimination  is  already  prohibited 
by  the  Equal  Credit  Opportunity  Act  and  regulation  B,  as  well  as 
by  many  State  laws. 

In  fact,  the  so-called  effects  test,  presently  part  of  regulation  B, 
was  intended  to  prevent  the  use  of  other  criteria  as  a  means  of 
circumventing  the  prohibited  basis  found  in  ECOA. 

To  the  extent  that  an  applicant  or  administrative  agency  can 
demonstrate  that  a  creditor  has  carved  out  a  neighborhood  in  its 
normal  business  area  because  of  such  prohibitive  reasons,  authori- 
zation already  exists  under  Federal  law  to  take  action  against  the 
creditor. 

By  prohibiting  the  consideration  of  geography  in  the  issuance  of 
cards,  the  bill  would  prevent  a  bank  from  restricting  the  issuance 
of  cards  to  only  those  customers  within  its  State  or  normal  market 
area. 

A  bank  would  be  required  to  issue  its  cards  to  any  consumer  who 
meets  its  credit  standards,  regardless  of  where  in  the  Nation  or 
world  he  or  she  may  reside. 

The  creditor  has  many  legitimate  reasons  to  restrict  its  extension 
of  credit  to  a  specified  area,  and  most  of  these  reasons  are  econom- 
ic. They  include  the  higher  cost  of  servicing  any  out-of-area  custom- 
er. 

Marketing  considerations  are  also  a  factor.  By  prohibiting  the 
consideration  of  geography  in  the  issuance  of  cards,  the  bill  would 
prevent  a  bank  from  marketing  specific  offerings  to  specific  com- 
munities. 
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We  extend  offerings  for  high  lines  of  credit — that  is,  credits  in 
the  $25,000  range — and  we'd  prefer  to  carve  out  marketing  areas 
where  these  marketing  programs  would  be  more  successful. 

In  addition  to  that,  we  often  send  invitations  to  consumers  who 
live  in  the  immediate  area,  surrounding  the  location  of  a  new 
banking  office,  for  the  purpose  of  marketing  the  bank's  presence  in 
that  particular  area. 

A  tested  credit  scoring  system  that  predicts  with  a  high  degree  of 
accuracy  the  credit  worthiness  of  applicants  in  one  given  area  may 
have  no  validity  when  applied  to  applicants  in  a  different  region. 

Differing  spending  patterns  and  cost-of-living  differentials  may 
require  that  a  separate  system  be  developed  for  different  geograph- 
ical regions.  It  would  be  disadvantageous  to  applicants  to  be  evalu- 
ated on  criteria  not  appropriate  for  the  particular  area  in  which 
they  live. 

For  example,  it  certainly  would  not  be  equitable  to  impose 
income  standards  used  for  applicants  for  Manhattan  on  consumers 
living  in  a  small  town  in  the  Midwest.  Nor  would  it  be  socially 
appropriate  to  impose  income  standards  for  consumers  in  inner 
city  areas  that  are  designed  to  support  consumers  in  suburban 
areas. 

However,  S.  15  would  prevent  creditors  from  developing  multiple 
systems  that  take  into  consideration  geographic  differences  that 
might,  in  effect,  help  inner-city  dwellers  and,  in  effect,  help  those 
people  that  S.  15  is  designed  to  support. 

In  summary  then,  it  seems  evident  to  us  that  prohibiting  the  use 
of  geographical  considerations  would  have  detrimental  effects  on 
both  creditors  and  consumers.  Credit  scoring  systems  tend  to  better 
distinguish  between  applicants  than  do  judgmental  systems. 

Scoring  systems  have  been  designed  to  identify  as  acceptable  the 
largest  number  of  applicants  within  a  given  risk  level.  The  approv- 
al rate  in  our  bank  is  far  greater  than  it  was  prior  to  the  use  of 
scoring. 

By  preventing  geography  or  any  other  characteristic  that  may  be 
statistically  significant  from  being  used  in  a  scoring  system,  the 
ability  to  predict  creditworthiness  is  reduced.  As  a  result,  creditors 
in  the  future  may  have  to  institute  stricter  credit  standards  to 
maintain  the  same  level  of  losses. 

They  may  have  to  increase  the  cost  of  credit,  where  permissible 
by  law.  And  another  distinct  possibility  is  that  some  creditors  will 
discontinue  bank  card  operations  altogether. 

These  might  be  creditors  who  are  currently  suffering  with  higher 
costs  of  funds  and  who,  in  the  past  several  years,  have  diminished 
in  their  numbers— that  is,  the  total  number  of  card  issuers  has 
diminished.  This  would  necessarily  result  in  the  rejection  of  some 
applicants  in  the  future  who  previously  would  have  been  accepted, 
and  it  may  result  in  higher  costs  to  all  cardholders. 

REEVALUATION   OF   ISSUE 

We  believe  that  the  statute  is  unworkable  and,  in  our  view, 
unnecessary  because,  as  previously  indicated,  legal  mechanisms  to 
deal  with  the  concerns  of  Congress  regarding  credit  card  discrimi- 
nation are  already  in  place  and  available  for  use. 
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We  would  therefore  urge  the  committee  that  rather  than  pursue 
a  course  of  struggling  to  rectify  easily  identifiable  problems  that 
would  result  from  an  absolute  prohibition  of  consideration  of  geo- 
graphic factors,  that  the  committee  reexamine  the  basic  premise 
that  instituting  such  a  prohibition  is  necessary  at  this  time. 

There  is  no  proof  of  discriminatory  conduct  on  the  part  of  those 
banks  that  have  seen  the  need  to  include  geographic  considerations 
in  the  credit-granting  process. 

Finally,  we  believe  that  an  openminded  reevaluation  of  this  issue 
will  lead  to  the  conclusion  that  any  possible  problem  the  committee 
perceives  to  exist  with  geographic  consideration  and  credit  card 
issuance  and  discrimination  can  be  irradicated  with  the  legislation 
and  the  regulatory  tools  already  at  hand. 

Mr.  Chairman,  we  would  appreciate  the  opportunity  to  discuss 
these  issues  with  you,  and  we'd  be  glad  to  answer  any  questions 
you  may  have. 

[The  complete  statement  follows:] 

Statement  of  the  American  Bankers  Association  and  the  Consumer 

Bankers  Association 

Mr.  Chairman,  I  am  Nick  Ferrante,  Senior  Vice  President  of  Security  Pacific 
National  Bank,  Los  Angeles,  California,  and  a  member  of  the  Bank  Card  Executive 
Committee  of  the  American  Bankers  Asociation.  Accompanying  me  is  David  Dirckx, 
Administrator  of  our  Management  Sciences  Division.  We  are  appearing  before  you 
as  representatives  of  the  American  Bankers  Association,  whose  membership  consists 
of  over  90  percent  of  the  nation's  more  than  14,000  full  service  banks,  and  the 
Consumer  Bankers  Association,  which  represents  325  commercial  banks  that  hold 
over  60  percent  of  the  consumer  credit  outstanding  held  by  such  institutions. 

In  reviewing  the  material  submitted  by  Senator  Levin  in  support  of  S.  15,  we  find 
that  much  of  the  discussion  focused  upon  the  concept  of  credit  scoring  as  a  rational 
means  by  which  lenders  judge  creditworthiness.  After  fourteen  years  of  experience 
with  such  systems,  we  have  found  that  credit  scoring  has  allowed  us  to  achieve  some 
important  objectives. 

To  make  credit  decisions  on  a  uniform  basis;  and, 

To  grant  credit  to  the  maximum  number  of  qualified  consumers,  while  mini- 
mizing the  extensions  of  credit  to  noncreditworthy  applicants. 

Credit  scoring  is  based  on  similar  logic  as  that  used  by  credit  officers  in  a 
judgmental  system;  namely,  that  the  decision  to  grant  credit  is  based  on  the  past 
experience  of  extending  credit  to  applicants  with  similar  characteristics.  However, 
the  actual  evaluative  process  used  by  credit  officers  in  a  judgmental  system  and  in  a 
credit  scoring  system  differs  in  several  crucial  respects.  First,  judgmental  systems 
rely  on  individuals'  perceptions  as  to  what  constitutes  good  credit  risks,  and  these 
perceptions  may  not  accurately  reflect  reality  to  the  extent  that  they  incorporate 
primarily  the  personal  experience  of  the  credit  analyst.  Credit  scoring  systems,  on 
the  other  hand,  consider  only  those  characteristics  that  have  been  proven  to  distin- 
guish potential  creditworthy  customers  from  noncreditworthy  ones.  With  the  use  of 
a  credit  scoring  system,  a  single  bad  experience  with  a  particular  customer  would 
not  unduly  jeopardize  future  favorable  credit  decisions  for  applicants  with  similar 
characteristics;  in  a  judgmental  system  on  the  other  hand,  a  single  bad  experience 
may  influence  future  decisions. 

Besides  objectively  evaluating  applications  solely  on  relevent  criteria,  credit  scor- 
ing provides  a  second  advantage  over  judgmental  systems — the  ability  to  apply  the 
same  credit  criteria  uniformly  to  all  applicants.  In  contrast,  utilizing  a  judgmental 
system  it  would  not  be  unusual  for  credit  officers  of  a  given  institution  to  arrive  at 
different  decisions  regarding  various  aspects  of  a  credit  decision,  such  as  whether  to 
approve  or  reject  the  application,  or  what  amount  of  credit  to  extend.  However, 
since  subjective  factors  are  not  present  in  credit  scoring  systems,  applications  can  be 
handled  on  a  more  consistent  basis. 

One  of  the  most  important  consumer  benefits  resulting  from  the  use  of  a  uniform 
method  of  granting  credit,  is  that  more  credit  is  available  to  consumers.  From  my 
bank's  own  experience,  we  estimate  that  we  are  now  approving  a  greater  percentage 
of  applications  than  before  scoring  was  instituted.  From  conversations  with  other 
institutions  that  employ  scoring,  we  have  been  informed  that  in  virtually  all  cases 
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the  number  of  good  applications  accepted  has  significantly  increased  while  there 
has  been  a  decline  in  the  acceptance  of  applicants  who  are  not  creditworthy. 
Another  significant  benefit  to  the  consumer  has  been  the  ability  of  first-time 
credit  applicants  to  obtain  credit.  Young  applicants  or  new  entrants  into  the  work 
force  often  do  not  have  a  file  at  a  credit  bureau.  Under  a  judgmental  system,  this 
absence  of  previous  credit  history  may  weigh  heavily  against  the  chances  of  these 
individuals  receiving  credit.  However,  with  the  use  of  scoring,  the  lack  of  a  credit 
report  would  not  be  an  overriding  reason  for  rejection,  and  may,  in  fact,  play  no 
part  in  the  credit  decision. 

In  developing  a  credit  scoring  system,  various  characteristics  found  on  credit 
applications  are  analyzed  to  determine  their  predictive  value.  Those  characteristics 
found  to  provide  the  most  information  with  regard  to  creditworthiness  are  included 
in  the  system.  For  various  reasons,  geography  is  sometimes  used  as  an  input  to  a 
credit  scoring  system.  S.  15,  which  is  the  primary  focus  of  today's  hearings,  would 
prohibit  card  issuers  from  discriminating  'against  any  person  with  respect  to  any 
aspect  of  the  issuance  or  use  of  a  credit  card  ...  on  the  basis  of  the  place  of 
residence  of  that  person."  The  Associations  believe  that  the  proposed  legislation  is 
unnecessary  and  has  many  unintended  effects. 

The  issue  raised  by  this  legislation  has  been  a  major  concern  of  both  state  and 
federal  legislative  bodies.  This  Committee  is  largely  responsible  for  the  enactment  of 
the  Community  Reinvestment  Act,  which  was  intended  to  insure  sufficient  credit 
allocation  in  a  particular  geographic  area.  Specifically,  the  implementing  regula- 
tions for  the  Act  require  financial  institutions  to  delineate  the  communities  in  their 
service  area,  without  excluding  low  and  moderate  income  neighborhoods.  The  regu- 
lation also  states  that  in  examining  a  bank,  that  institution's  performance  in 
meeting  the  credit  needs  of  its  community  shall  be  assessed  according  to  the 
following  factors: 

The  bank's  effort  to  ascertain  the  credit  needs  of  the  community; 

The  bank's  effort  to  make  the  community  aware  of  various  credit  programs; 

Any  bank  practice  intended  to  discourage  applications; 

The  geographic  distribution  of  the  bank's  credit  applications,  denials  and 
extensions;  and, 

Evidence  of  prohibited  discrimination. 
Therefore,  to  comply  with  CRA,  banks  would  be  discouraged  from  using  geographic 
considerations  in  a  discriminatory  fashion. 

The  purpose  of  S.  15  is  to  prevent  the  use  of  geographic  location  as  a  decision 
criteria  in  the  granting  of  credit  cards  because  of  the  creditor's  perception  of  the 
racial,  ethnic  or  economic  composition  of  certain  areas.  However,  this  type  of  overt 
discrimination  is  already  prohibited  by  the  Equal  Credit  Opportunity  Act  and 
Regulation  B,  as  well  as  by  many  state  laws.  In  fact,  the  so-called  "effects  test," 
presently  part  of  Regulation  B,  was  intended  to  prevent  the  use  of  other  criteria  as 
a  means  of  circumventing  the  prohibited  bases  found  in  the  Equal  Credit  Opportuni- 
ty Act.  To  the  extent  that  an  applicant  or  administrative  agency  can  demonstrate 
that  a  creditor  has  carved  out  a  neighborhood  in  its  normal  business  area,  because 
of  such  prohibited  reasons,  authorization  already  exists  under  federal  law  to  take 
action  against  the  creditor. 

By  prohibiting  the  consideration  of  geography  in  the  issuance  of  credit  cards,  the 
bill  would  prevent  a  bank  from  restricting  the  issuance  of  cards  to  only  those 
customers  within  its  state  or  normal  market  areas.  A  bank  would  be  required  to 
issue  its  cards  to  any  consumer  who  meets  its  credit  standards,  regardless  of  where 
in  the  nation  (or  the  world)  he  or  she  may  reside.  A  creditor  has  many  legitimate 
reasons  to  restrict  its  extension  of  credit  to  a  specified  area,  such  as  to  facilitate 
possible  future  collection  efforts,  or  to  handle  inquiries  efficiently. 

The  problems  inherent  in  not  being  able  to  consider  geography  in  the  extension  of 
credit  are  compounded  even  further  when  the  effects  of  this  constraint  on  pre- 
screening  are  considered.  Prescreening  enables  creditors  to  target  certain  predeter- 
mined markets  to  solicit  potential  credit  card  customers.  One  possible  interpretation 
of  S.  15  would  require  all  prescreening  to  be  on  a  nationwide  basis,  in  order  to  avoid 
discriminating  (by  not  soliciting  the  account)  on  a  geographic  basis,  and  would 
consequently  prevent  creditors  from  utilizing  this  important  marketing  tool.  We 
understand  that  the  Committee  recognizes  this  problem  inherent  in  the  proposed 
legislation  relating  to  the  soliciting  or  granting  of  credit  outside  of  a  creditor's 
normal  market  area. 

This  bill  takes  on  even  added  significance  for  those  institutions  that  utilize  credit 
scoring  systems.  Geography  can  be  used  as  a  factor  in  credit  scoring  systems  in 
several  ways.  First,  a  geographical  characteristic  can  become  one  of  the  variables  in 
the  credit  scoring  model.  It  must  be  stressed  that  a  geographic  variable,  like  any 
other  variable  used  in  a  credit  scoring  system,  is  included  only  if  it  is  found  to  be 
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statistically  significant  in  predicting  the  creditworthiness  of  a  credit  appliclant. 
Thus,  geography  would  not  arbitrarily  be  included  in  a  credit  scoring  system. 

Second,  different  scoring  systems  can  be  developed  for  different  geographical 
areas  served  by  a  particular  creditor.  A  credit  scoring  system  that  predicts  with  a 
high  degree  of  accuracy  the  creditwothiness  of  applicants  in  a  given  area  may  have 
no  validity  when  applied  to  applicants  in  a  different  region.  Differing  spending 
patterns  and  cost  of  living  differentials  may  require  that  separate  systems  be 
developed  for  different  geographical  regions.  It  would  be  disadvantageous  to  con- 
sumers to  be  evaluated  on  criteria  not  appropriate  for  the  particular  area  in  which 
they  live.  For  example,  it  certainly  would  not  be  equitable  to  impose  the  income 
standards  used  for  applicants  from  Manhattan  on  consumers  living  in  a  small  town 
in  the  Midwest.  However,  S.  15  would  prevent  creditors  from  developing  mulitple 
systems  that  would  take  into  consideration  geographical  differences. 

Another  way  in  which  geography  can  be  used  as  an  input  in  credit  scoring 
systems  is  the  setting  of  the  cut-off  score.  This  is  done  for  a  variety  of  business 
policy  considerations.  For  example,  a  creditor  operating  in  a  multistate  environment 
may  choose  to  set  a  lower  cut-off  score  in  a  state  with  a  higher  usury  ceiling.  In 
such  a  situation,  the  increased  losses  that  would  result  from  the  lower  cut-off  are 
offset  by  the  increased  revenues  resulting  from  the  higher  permissible  interest 
rates. 

Thus,  it  is  evident  that  prohibiting  the  use  of  geographical  considerations  would 
have  detrimental  effects  on  both  creditors  and  consumers.  Since  credit  scoring 
systems  tend  to  better  distinguish  between  payors  and  nonpayors  than  do  judgmen- 
tal systems,  creditors  are  able  to  extend  more  credit  to  consumers  for  a  given 
amount  of  loss.  By  preventing  geography,  or  any  other  characteristic  thay  may  be 
statistically  significant,  from  being  used  in  a  credit  scoring  system,  the  ability  of  a 
system  to  predict  creditworthiness  is  reduced.  Since  the  systems  would  not  longer  be 
able  to  distinguish  as  accurately  between  creditworthy  and  noncreditworthy  appli- 
cants, the  creditor  would  have  to  institute  stricter  credit  standards  to  maintain 
approximately  the  same  level  of  losses.  This  would  necessarily  result  in  the  rejec- 
tion of  applicants  who  previously  would  have  been  accepted.  In  fact,  we  believe  that 
if  creditors  are  prohibited  from  considering  legitimate  dissimilarities  among  geo- 
graphic areas,  the  effects  of  this  legislation  may  actually  run  counter  to  its  objec- 
tives. Research  indicates  that  legislating  a  particular  variable  to  be  a  prohibited 
basis  may  have  a  detrimental  effect  on  the  protected  class. 

In  summary,  this  statute  is  unworkable  and,  in  our  view,  unnecessary,  because,  as 
we  stated  earlier,  the  legal  mechanisms  to  deal  with  the  concerns  of  the  Congress 
regarding  credit  card  discrimination  are  already  in  place  and  available  for  use.  We 
would  therefore  urge  the  Committee  that,  rather  than  pursue  a  course  of  struggling 
to  rectify  the  clearly  identified  problems  that  would  result  from  an  absolute  prohibi- 
tion on  consideration  of  geographic  factors  in  credit  card  granting,  it  reexamines  the 
basic  premise  that  instituting  such  a  prohibition  is  necessary  at  this  time.  There  is 
no  proof  of  discriminatory  conduct  on  the  part  of  those  banks  that  have  seen  a  need 
to  include  geographic  considerations  in  the  credit  granting  process.  We  feel  that  an 
open-minded  reevaluation  of  this  issue  will  lead  to  the  conclusion  that  any  possible 
problem  the  Committee  perceives  to  exist  with  geographic  considerations  in  credit 
card  issuance  aimed  at  discrimination  can  be  eradicated  with  the  legislative  and 
regulatory  tools  already  at  hand. 

Mr.  Chairman,  we  appreciate  the  opportunity  to  present  our  views  on  this  issue 
before  the  Committee,  and  would  be  glad  to  answer  any  questions  you  or  the 
members  of  the  Committee  may  have.  Thank  you. 

Senator  Tsongas.  Thank  you  very  much.  We  appreciate  your 
coming. 

Just  two  points,  and  then  we'll  have  the  other  statement. 

One,  just  for  the  record,  the  guidelines  for  witnesses — which 
were  sent  to  you — item  No.  4  recognized  that  S.  15  may  need  to  be 
amended  to  include  provisions  stipulating  that  creditors  would  not 
be  required  to  grant  credit  cards  to  applicants  outside  the  custom- 
ary market  areas. 

Mr.  Ferrante.  We're  aware  of  that,  and  we  wanted  to  make  the 
point,  but  we  were  perhaps  dwelling  on  that  question  too  long. 
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SENSITIVE   TO    WRITING    LEGISLATION 

Senator  Tsongas.  I  just  want  you  to  know  that  we  are  sensitive 
to  writing  legislation  that  is  reasonably  valid  and  not  using 
bludgeons  to  accomplish  purposes  unnecessarily. 

The  other  point  I  would  make  is  that  I  don't  think  anyone  is 
opposed  to  credit  card  scoring  systems. 

Ms.  Rubino? 

Ms.  Rubino.  Mr.  Chairman,  Senator  Levin,  to  expedite  these 
hearings,  I  will  summarize  my  statement. 

In  the  event  that  the  matter  is  not  raised  during  the  question 
period,  we  should  make  it  emphatically  clear  that  we  support  the 
Equal  Credit  Opportunity  Act,  and  we  would  not  take  protective 
categories  such  as  race,  religion,  sex,  et  cetera,  into  account  in 
granting  credit  even  if  that  were  permitted. 

We  support  unequivocally  the  social  policy  that  prohibits  taking 
these  characteristics  into  account. 

Moreover,  the  use  of  geography  as  a  means  of  discriminating  on 
the  basis  of  race  is  now  and  should  be  illegal. 

The  National  Retail  Merchants  Association  welcomes  this  oppor- 
tunity to  testify  on  S.  15. 

I  am  Gail  S.  Rubino,  manager,  Credit  Management  Division  of 
NRMA. 

Before  joining  NRMA,  I  was  a  project  analyst  for  a  national 
retailer  and  was  responsible  for  developing  and  implementing 
credit  scoring  systems. 

As  I  mentioned,  I  am  accompanied  today  by  Sheldon  Feldman,  of 
Weil,  Gotshal  &  Manges,  counsel  of  NRMA. 

NRMA  is  a  national,  nonprofit,  trade  association,  comprised  of 
over  3,500  members,  operating  more  than  30,000  department, 
chain,  and  specialty  stores  in  the  general  merchandise,  retail  in- 
dustry. 

NRMA's  members  have  an  aggregate  sales  volume  in  excess  of 
$100  billion,   over  half  of  which  is  attributable   to  credit   sales. 

Senator  Tsongas.  Is  Montgomery  Ward  one  of  your  clients? 

Ms.  Rubino.  They  are  a  member,  yes. 

Credit  scoring  is  used  by  virtually  every  national  retailer  and  by 
many  multistate  retailers.  Many  of  these  credit  scoring  systems 
find  geography  to  be  a  predictive  characteristic  for  reasons  which 
we  shall  explain. 

It  is  the  position  of  the  retailing  industry  that  S.  15  should  not 
be  enacted  in  the  form  proposed  or  in  any  modified  form. 

The  basic  premise  of  this  legislation,  that  applicants  for  credit 
cards  are  rejected  because  of  their  area  of  residence,  is  patently 
erroneous. 

When  area  of  residence  is  considered  in  a  demonstrably  and 
statistically  sound,  empirically  derived  credit  system,  referred  to  as 
credit  scoring,  no  applicant  can  be  rejected  or  approved  solely 
because  of  his  or  her  place  of  residence. 

It  is  the  applicant's  total  score  which  dictates  the  creditor's 
decision. 

To  understand  this  key  point,  it  is  essential  to  have  some  under- 
standing of  the  mechanics  of  credit  scoring.  But  because  of  the  time 
constraints  and  the  description  of  the  systems'   development  by 
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prior  witnesses,  we  will  not  describe  how  a  typical  system  is  devel- 
oped. 

However,  our  prepared  statement  deals  with  this  topic,  and  I 
understand  that  our  total  statement  will  be  included  in  the  record. 

It  is  important  to  understand  that  the  use  of  geography  in  credit 
scoring  is  different  from  redlining,  which  is  unacceptable  and  does 
not  exist  in  the  extension  of  credit  by  retailers  or  other  extenders 
of  nonmortgage,  consumer  credit. 

Redlining  is  the  practice  of  identifying  a  specific  geographic  area 
and  refusing  to  lend  money  that  is  secured  by  real  property  located 
in  that  area.  This  practice  is  already  deemed  illegal  by  the  Federal 
Home  Loan  Bank  Board. 

Retailers  do  not  redline.  In  essence,  what  happens  in  the  develop- 
ment of  a  credit  scoring  system  is  that  only  those  characteristics— 
that  is,  place  of  residence,  credit  references,  et  cetera — that  statisti- 
cally differentiate  between  two  subpopulations,  those  who  pay  and 
those  who  do  not,  are  ultimately  selected  to  be  scored. 

The  scorecard  that  results  from  this  system's  development  opti- 
mizes the  goal  of  the  creditor's  decisionmaking  process.  This  goal  is 
to  maximize  the  approval  rate  and  minimize  the  potential  bad 
debt.  The  more  predictive  these  characteristics  are,  the  better 
chance  of  achieving  the  creditor's  goal. 

OPPOSITION   TO   LEGISLATION   DEPRIVING   CREDIT   SCORING   SYSTEM 

We  oppose  any  legislation  which  would  deprive  creditors  of  the 
use  of  any  characteristic  which  is  demonstrated  by  a  statistically 
sound  credit  scoring  system  to  be  predictive,  except  of  course  those 
characteristics  which  directly  identify  a  class  of  applicant  which 
Congress  has  already  decided  should  be  protected. 

After  careful  deliberation,  Congress  made  the  public  policy  deci- 
sion that,  irrespective  of  their  predictive  power,  certain  characteris- 
tics could  not  be  used  by  creditors.  Thus,  sex,  marital  status,  and 
certain  other  characteristics  were  removed  from  the  universe  of 
possible  predictors  that  are  available  to  creditors. 

We  urge  Congress  not  to  add  a  new  characteristic,  "place  of 
residence,"  to  the  list  of  prohibited  characteristics.  There  is  no 
overriding  social  policy  to  be  served  by  depriving  creditors  of  the 
use  of  this  characteristic. 

This  will  result  in  diminishing  the  predictive  power  of  the  credi- 
tor's system,  to  the  ultimate  detriment  of  the  very  classes  of  appli- 
cants the  Congress  seeks  to  protect. 

The  overriding  point  to  be  made  is  that  the  use  of  residence  area 
in  a  credit  scoring  system  does  not  redline  applicants  or  otherwise 
reject  applicants  because  of  their  neighborhood.  When  residence 
area  is  scored,  this  is  because  it  has  been  statistically  demonstrated 
to  have  predictive  power,  after  being  tested  in  multivariant  analy- 
sis. No  one  predictive  characteristic  can  serve  to  exclude  or  include 
an  applicant.  Each  applicant's  final  score  derives  from  the  cumula- 
tive effect  of  the  answers  given  on  the  application. 

Thus,  an  applicant  who  receives  the  maximum  score  for  area  of 
residence  may  not  be  accepted  because  of  the  cumulative  score 
derived  from  other  characteristics;  while  another  applicant  who 
received  the  minimum  score  on  the  characteristic  area  of  residence 
may  be  accepted. 
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The  creditor  rejects  the  applicant  because  the  total  score  falls 
below  the  preselected  cutoff.  All  the  characteristics  that  score  less 
than  the  maximum  score— these  are  often  referred  to  as  submaxi- 
mum  characteristics,  therefore  contribute  jointly  to  the  applicant's 
failure  to  get  the  credit  requested. 

No  research  and  no  administrative  or  civil  action  brought  to  date 
has  indicated  that  systems  scoring  geographic  characteristics  have 
a  discriminatory  effect.  Further,  banning  the  use  of  geographic 
characteristics  will  not  have  the  effect  desired  by  its  advocates. 

If  location  of  the  applicant's  residence  predicts  creditworthiness 
well,  and  no  equivalent  substitute  for  it  exists,  then  its  exclusion 
will  mean  less  accurate  credit  analysis.  This  increased  risk  will 
make  creditors  more  reluctant  to  extend  credit  to  applicants  com- 
prising the  groups  most  in  need  of  credit— those  most  likely  to  live 
in  marginal  neighborhoods— and  the  groups  that  critics  of  geo- 
graphic scoring  are  most  eager  to  protect. 

Outright  prohibition  of  the  use  of  area  of  residence  thus  would 
have  unanticipated  and  counterproductive  effects. 

A  related  problem  concerns  the  use  of  multiple  systems  by  a 
single  creditor.  Creditors  currently  use  different  systems  for  appli- 
cations based  upon  geography.  Thus,  some  creditors  process  appli- 
cations from  all  over  the  country  using  a  single  system  with  or 
without  scoring  geographic  characteristics. 

Other  national  creditors  employ  a  different  system  for  each  of 
half  a  dozen  regions.  Still  others  build  a  different  system  for  each 
branch  or  store.  To  date,  the  number  of  systems  used  by  a  creditor 
and  the  applicant  subpopulations  that  they  cover,  has  remained  a 
business  decision. 

A  creditor  deploys  multiple  systems  because  of  the  increased 
accuracy  that  they  confer  upon  other  various  subpopulations  affect- 
ed. It  continues  to  subdivide  the  population  into  smaller  and  small- 
er units  until  the  increased  ability  to  add  accounts  who  pay  as 
agreed  is  offset  by  the  cost  of  additional  systems  development. 

In  fact,  multiple  systems  are  more  accurate  and  more  equitable 
to  the  applicant.  An  example  may  help  to  illustrate  this.  Consider 
creditor  A  that  puts  applications  from  all  States  into  a  single 
system.  If  80  percent  of  those  applicants  come  from  a  region  such 
as  the  east,  then  the  development  sample  from  which  the  system 
derives  would  also  include  about  80  percent  easterners. 

Frequently,  characteristics  that  predict  well  for  eastern  appli- 
cants do  not  work  as  well  for  applicants  from  other  regions.  In  the 
single  system,  however,  the  better  predictors  for  those  other  re- 
gions are  submerged   in   a   largely  eastern   development  sample. 

Contrast  the  single-system  user  with  creditor  B  who  develops 
multiple  systems  based  on  separate  samples  from  each  region  of 
the  country.  Although  its  future  applicants  may  consist  primarily 
of  easterners,  its  other  regional  applicants — that  is,  southerners — 
are  processed  by  a  separate  system  that  incorporates  those  charac- 
teristics that  best  predict  the  creditworthiness  of  residents  of  that 
particular  region. 

As  a  result  of  this  increased  accuracy,  creditor  B  extends  more 
credit  to  southerners  than  creditor  A  at  the  same  level  of  risk.  It 
should  also  confer  slightly  more  credit  on  eastern  applicants. 
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Consider  a  more  specific  example.  It  may  be  that  residents  of  an 
area  adjoining  a  large  military  base,  or  a  large  mobile  home  devel- 
opment, will  be  treated  more  favorably  by  a  creditor  whose  model 
was  constructed  from  that  localized  population  than  they  would  be 
treated  had  the  creditor  not  localized  its  system. 

FEWER   APPLICANTS   REJECTED 

Improved  accuracy  means  developing  more  systems  and  incur- 
ring proportionately  higher  costs.  This  type  of  geographical  consid- 
eration gives  considerably  more  credit  to  the  applicants  from  mar- 
ginal neighborhoods  who  would  be  rejected  by  a  single  system 
because  of  their  lower  economic  status. 

Because  of  its  better  predictability,  fewer  local  applicants  would 
be  rejected  by  the  multiple  system.  Thus,  consideration  of  geo- 
graphical consideration  by  multiple  systems  warrants  encourage- 
ment, nor  proscription. 

The  preference  for  the  use  of  one  system  as  opposed  to  a  multiple 
system  will  vary  depending  upon  the  individual  creditor's  own 
situation.  ECOA  does  not  and  should  not  compel  one  approach  over 
another. 

Although  the  optimum  methodology  to  accomplish  the  purpose  of 
ECOA  would  compel  the  development  of  multiple  credit  scoring 
systems  wherever  possible,  this  may  not  be  practical  or  economical- 
ly feasible  for  all  creditors. 

However,  legislation  which  prohibits  this  is  anticonsumer  and  we 
urge  that  it  not  be  enacted. 

In  conclusion,  by  dividing  the  applicant  population  into  as  many 
permitted  bases  as  possible  and  analyzing  the  subpopulation  sepa- 
rately, all  applicants  gain.  Each  subpopulation  receives  more 
credit,  and  the  creditor  achieves  greater  accuracy.  This  proposed 
legislation  would  prohibit  the  use  of  area  of  residence,  and  thus 
would  have  the  effect  of  defeating  the  basic  purpose  of  ECOA:  To 
make  credit  equally  available  to  all. 

Thank  you  very  much. 

[The  complete  statement  of  Ms.  Rubino  follows:] 

Statement  of  Gail  S.  Rubino,  Manager,  Credit  Management  Division, 
National  Retail  Merchants  Association 

Mr.  Chairman,  Members  of  the  Subcommittee,  the  National  Retail  Merchants 
Association  (NRMA)  welcomes  this  opportunity  to  testify  on  S.  15,  a  bill  to  prohibit 
credit  card  issuers  from  discriminating  against  any  person  on  the  basis  of  the  place 
of  residence  of  that  person.  I  am  Gail  S.  Rubino,  Manager,  Credit  Management 
Division  of  NRMA.  Before  joining  NRMA,  I  was  a  project  analyst  for  a  national 
retailer  and  was  responsible  for  developing  and  implementing  credit  scoring  sys- 
tems. I  am  accompanied  today  by  Sheldon  Feldman  of  Weil,  Gotshal  &  Manges, 
counsel  to  NRMA. 

NRMA  is  a  national,  nonprofit  trade  association  composed  of  over  3,500  members 
operating  more  than  40,000  department,  chain  and  specialty  stores  in  the  general 
merchandise  retail  industry.  NRMA's  members  have  an  aggregate  sales  volume  in 
excess  of  100  billion  dollars,  over  half  of  which  is  attributable  to  credit  sales. 

Credit  scoring  is  used  by  virtually  every  national  retailer  which  grants  credit  and 
by  many  multi-state  retailers.  Many  of  these  credit  scoring  systems  find  geography 
to  be  a  predictive  characteristic.  For  reasons  which  we  shall  explain,  it  is  the 
position  of  the  retailing  industry  that  S.  15  should  not  be  enacted  in  the  form 
proposed  or  in  any  modified  form. 

The  stated  purpose  of  this  bill  (statement  of  Senator  Levin,  Cong.  Record,  January 
15,  1979,  p.  S  115)  is  to  prohibit  "credit  card  redlining."  The  sponsor  of  this  bill 
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concluded  that  scoring  systems  using  geography  "deny  credit  to  persons,  who  are 
otherwise  acceptable,  on  the  basis  of  where  in  America  they  reside." 

The  basic  premise  of  this  legislation,  that  applicants  for  credit  cards  are  rejected 
because  of  their  area  of  residence,  is  patently  erroneous.  When  area  of  residence  is 
considered  in  a  demonstrably  and  statistically  sound,  empirically  derived  credit 
system  (referred  to  hereinafter  as  "credit  scoring"),  no  applicant  can  be  rejected  or 
approved  solely  because  of  his  or  her  place  of  residence.  It  is  the  applicant's  total 
score  which  dictates  the  creditor's  decision.  To  understand  this  key  point,  it  is 
essential  to  have  some  understanding  of  the  mechanics  of  credit  scoring.  It  is 
equally  important  to  understand  that  the  use  of  geography  in  credit  scoring  is 
different  from  "redlining,"  which  is  unacceptable  and  does  not  exist  in  the  exten- 
sion of  credit  by  retailers  or  other  extenders  of  non-mortgage  consumer  credit. 
"Redlining"  is  the  practice  of  identifying  a  specific  geographic  area  and  refusing  to 
lend  money  that  is  secured  by  real  property  located  in  that  area.  This  practice  is 
already  deemed  illegal  by  the  Federal  Home  Loan  Bank  Board.  Retailer  do  not 
redline. 

At  this  point,  we  will  try  to  explain  how  a  credit  scoring  system  operates  to 
optimize  the  inclusion  of  credit-worthy  applicants. 

Credit  scoring  is  a  scientific  method  to  predict — at  the  time  an  applicant  applies 
for  credit — what  the  odds  are  that  the  amount  will  turn  out  to  be  paid  according  to 
the  terms  agreed  upon  in  the  customer's  contract  with  the  creditor.  This  is  the  same 
goal  of  creditors  using  a  "judgemntal"  method  of  evaluating  creditworthiness.  In  a 
judgmental  system,  credit  analysts  are  trained  to  subjectively  evaluate  the  answers 
an  applicant  supplies  on  the  credit  application,  plus  credit  bureau  information,  in 
an  effort  to  determine  the  likelihood  that  a  particular  applicant  will  pay  according 
to  the  terms  of  his  or  her  agreement  with  the  creditor.  Credit  scoring  functions  in 
much  the  same  way,  although  objective  statistical  analysis  is  substituted  for  subjec- 
tive decision-making. 

A  credit  scoring  system  is  created  by  review  of  the  history  of  the  creditor's  own 
experience  with  all  of  its  approved  customers — those  who  have  paid  as  agreed  and 
those  who  have  not — and  rejected  applicants,  to  determine  the  characteristics 
common  to  creditworthy  accounts,  as  opposed  to  those  characteristics  commonly 
present  on  applications  and  in  credit  reports  of  accounts  who  did  not  pay  as  agreed. 
This  is  what  an  experienced  credit  grantor  using  a  judgmental  system  has  learned 
to  do  over  a  period  of  years.  There  is  a  difference,  however.  In  credit  scoring, 
through  computer  analysis  of  the  information  derived  from  the  application  and  the 
aggregate  account  behavior  of  the  selected  sample,  numerical  values  are  statistically 
determined  for  the  most  predictive  characteristics  of  the  entire  universe  of  custom- 
ers. 

How  are  these  numerical  values  determined?  The  manner  of  developing  a  credit 
scoring  system  is  accomplished  in  various  ways.  A  common  methodology  includes 
the  following  steps.  First,  a  statistical  sample  is  drawn  from  the  creditor's  files 
based  on  account  performance.  This  sample  usually  includes  a  large  number  of 
approved  applicants  who  subsequently  paid  in  an  agreed  upon  manner,  approved 
applicants  who  subsequently  did  not  pay  as  agreed,  and  rejected  applicants.  Second, 
all  information  contained  on  the  application  is  coded;  that  is  the  information  is 
translated  into  a  computer  readable  format.  Third,  the  coded  characteristics  are 
statistically  analyzed  to  determine  which  characteristics  are  most  predictive  of 
future  account  performance.  Fourth,  those  characteristics  are  statistically  analyzed 
to  assign  a  numerical  value  to  the  specific  attributes  or  answers  to  the  important 
questions  (characteristics).  Fifth,  the  rejected  sample  is  augmented.  The  augmenta- 
tion procedure  infers  account  behavior  of  the  rejected  applicants  had  they  been 
accepted.  This  is  done  by  analyzing  the  answers  to  questions  given  by  approved 
applicants  and  rejected  applicants.  The  theory  is  that  the  attributes  of  the  rejected 
applicants  are  often  shared  by  the  accepted  applicants.  Then,  a  final  statistical 
analysis  is  performed  to  determine  the  numerical  values  for  the  answers  to  the 
questions  of  the  entire  population.  Seventh  and  last,  a  previously  held-out  sample  of 
accepted  and  rejected  applicants  is  scored  to  determine  the  validity  of  the  scoring 
system. 

Each  answer  a  customer  gives  to  a  question  on  the  application  or  a  particular  bit 
of  credit  bureau  information  that  is  scored  contributes  to  the  total  score  in  a 
multivariate  fashion.  By  adding  these  values  for  any  given  applicant,  the  creditor 
arrives  at  a  total  score.  The  total  score  tells  the  creditor  the  risk  category  to  which 
this  applicant  belongs,  then  calls  for  approval  or  rejection  based  on  present  stand- 
ards called  cut-off  scores.  By  applying  these  numerical  values  and  cut-off  scores 
uniformly  day  after  day,  a  steady  flow  of  applications  of  the  degree  of  creditworthi- 
ness acceptable  to  management  is  placed  on  the  books. 
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The  importance  of  the  multivariate  element  of  credit  scoring  is  essential  to 
understanding  how  a  particular  characteristic  is  considered  in  a  credit  scoring 
system  and,  therefore,  why  an  applicant  cannot  be  rejected  because  of  his  or  her 
place  of  residence.  No  characteristic  is  a  direct  or  separate  predictor.  Perhaps  an 
example  will  clarify  this.  If  the  characteristic  "length  of  time  on  job  is  analyzed 
alone,  it  may  be  that  an  applicant  with  six  months  on  a  job  is  more  creditworthy 
than  an  applicant  with  five  years  on  a  job.  However,  in  the  final  multivariate 
analysis,  in  developing  the  system  the  characteristic  "length  of  time  on  job  is  also 
analyzed  in  relationship  to  the  other  predictive  characteristics,  e.g.,  "credit  refer- 
ences." The  predictive  value  of  each  characteristic,  such  as  length  of  time  on  job, 
will  vary  in  relationship  to  the  weight  of  the  answer  to  all  other  questions,  such  as 
"credit  references."  In  other  words,  the  value  for  six  months  on  a  job  is  only 
ascertained  after  it  has  been  correlated  with  each  characteristic  that  has  been 
determined  to  be  predictive.  Thus,  the  resulting  point  value  has  considered  each 
predictive  characteristic  in  relationship  to  each  other. 

The  above  description  of  how  a  credit  scoring  system  is  developed  can  be  stated  in 
less  complex  terms.  In  essence,  what  actually  happens  in  the  development  of  a 
credit  scoring  system  is  that  only  those  characteristics,  i.e.,  place  of  residence,  credit 
references,  etc.,  that  statistically  differentiate  between  the  two  sub-populations 
(those  who  pay  as  agreed  and  those  who  do  not)  are  ultimately  selected  to  be  scored. 
The  scorecard  that  results  from  the  system's  development  optimizes  the  goal  of  the 
creditor's  decisionmaking  process.  This  goal  is  to  maximize  the  approval  rate  and 
minimize  the  potential  bad  debt.  The  more  predictive  these  characteristics  are,  the 
better  the  chance  of  achieving  the  creditor's  goal. 

We  oppose  any  legislation  which  would  deprive  creditors  of  the  use  of  any  charac- 
teristic which  is  demonstrated  by  a  statistically  sound  credit  scoring  system  to  be 
predictive,  except,  of  course,  those  characteristics  which  directly  identify  a  class  of 
applicant  which  Congress  has  already  decided  should  be  protected.  After  careful 
deliberation,  Congress  made  the  public  policy  decision  that,  irrespective  of  their 
predictive  power,  certain  characteristics  could  not  be  used  by  creditors.  Thus,  sex, 
marital  status,  race,  and  certain  other  characteristics  were  removed  from  the  uni- 
verse of  possible  predictors  that  are  available  to  creditors.  We  urge  Congress  not  to 
add  a  new  characteristic— place  of  residence— to  the  list  of  prohibited  characteris- 
tics. There  is  no  overriding  social  policy  to  be  served  by  depriving  creditors  of  the 
use  of  this  characteristic. 

We  are  convinced  that  there  is  no  basis  on  which  to  justify  depriving  creditors  of 
the  characteristic  of  geography.  An  applicant's  place  of  residence  in  and  of  itself  is 
not  to  be  equated  with  characteristics  such  as  sex,  marital  status,  race,  or  some 
other  currently  protected  characteristic.  In  fact,  scoring  an  applicant's  geographic 
location  should  be  considered  permissible  in  the  same  way  as  scoring  other  charac- 
teristics such  as  income,  length  of  time  on  job,  credit  references,  etc.  These  charac- 
teristics are  relevant,  and  thus  should  be  permissible,  because  they  bear  on  the 
creditworthiness  decision  and  there  is  no  overriding  social  need  to  exclude  them 
from  consideration. 

To  deprive  creditors  of  the  use  of  yet  another  characteristic  will  result  in  the 
diminution  of  the  predictive  power  of  the  creditor's  system  to  the  ultimate  detri- 
ment of  very  classes  of  applicants  that  Congress  seeks  to  protect. 

The  overriding  point  to  be  made  is  that  the  use  of  residence  area  in  a  credit 
scoring  system  does  not  "redline"  applicants,  or  otherwise  reject  applicants  because 
of  their  neighborhood.  When  residence  area  is  scored,  as  explained  above,  this  is 
because  it  has  been  statistically  demonstrated  to  have  predictive  power  after  being 
tested  in  multivariate  analysis.  No  one  predictive  characteristic  can  serve  to  exclude 
or  include  an  applicant.  Each  applicant's  final  score  derived  from  the  cumulative 
effect  of  the  answers  given  on  the  application.  Thus,  an  applicant  who  receives  the 
maximum  score  for  area  of  residence  may  not  be  accepted  because  of  the  cumulative 
score  derived  from  other  characteristics,  while  an  applicant  who  received  the  mini- 
mum score  on  area  of  residence  may  be  accepted.  The  creditor  rejects  the  applicant 
because  the  total  score  falls  below  the  preselected  cutoff.  All  of  the  characteristics 
that  score  less  than  the  maximum  score  (these  are  often  referred  to  as  "submaxi- 
mum  characteristics")  therefore  contribute  jointly  to  the  applicant's  failure  to  get 
the  credit  requested. 

Critics  charge  that  consideration  of  geographic  characteristics  may  result  in  con- 
scious or  even  inadvertent  discrimination  against  minorities.1  As  noted  at  the 
outset,  others  criticize  this  practice  as  illegal  "redlining".  This  criticism  ignores 


1  The  following  discussion  is  based  in  part  upon  a  thorough  review  of  credit  scoring  by  a 
member  of  the  Federal  Reserve  Board's  staff.  See,  Hsia,  "Credit  Scoring  and  the  Equal  Credit 
Opportunity  Act,"  30  Hastings  L.J.  371,  November  1978. 
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several  countervailing  considerations.  No  research  and  no  administrative  or  civil 
action  brought  to  date  has  indicated  that  systems  scoring  geographic  characteristics 
have  a  discriminatory  effect.  Further,  banning  use  of  geographic  characteristics  will 
not  have  the  effect  desired  by  its  advocates.  If  "location  of  the  applicant's  residence" 
predicts  creditworthiness  well  and  no  equivalent  substitute  for  it  exists,  then  its 
exclusion  will  mean  less  accurate  credit  analysis.  This  increased  risk  will  make 
creditors  more  reluctant  to  extend  credit  to  applicants  comprising  the  groups  most 
in  need  of  credit,  those  most  likely  to  live  in  marginal  neighborhoods,  and  the  group 
that  critics  of  geographic  scoring  are  most  eager  to  protect.  Outright  prohibition  of 
the  use  of  area  of  residence  thus  would  have  unanticipated  and  counterproductive 
effects. 

A  related  problem  concerns  the  use  of  multiple  systems  by  a  single  creditor. 
Creditors  currently  use  different  systems  for  applications  based  upon  geography. 
Thus,  some  creditors  process  applications  from  all  over  the  country  using  a  single 
system,  with  or  without  scoring  geographic  characteristics.  Other  national  creditors 
employ  a  different  system  for  each  of  half  a  dozen  regions.  Still  others  build  a 
different  system  for  each  branch  or  store. 

To  date,  the  number  of  systems  used  by  a  creditor,  and  the  applicant  sub- 
populations  that  they  cover,  has  remained  a  business  decision.  The  creditor  deploys 
multiple  systems  because  of  the  increased  accuracy  that  they  confer  upon  the 
various  sub-populations  affected.  It  continues  to  subdivide  the  population  into  small- 
er and  smaller  units  until  the  increased  ability  to  add  accounts  who  pay  as  agreed  is 
offset  by  the  costs  of  additional  systems  development. 

The  use  of  multiple  systems  thus  presents  the  question  of  whether  their  use  or 
nonuse  can  be  reconciled  with  this  proposed  legislation.  We  believe  that  it  cannot. 
In  fact,  multiple  systems  are  more  accurate  and  more  equitable  to  the  applicant.  An 
example  may  help  to  illustrate  this  point.  Consider  creditor  A  that  puts  applications 
from  all  states  into  a  single  system.  If  eighty  percent  of  its  applicants  come  from  a 
region  such  as  the  East,  then  the  development  sample  from  which  the  system 
derives  would  also  include  about  eighty  percent  Easterners.  Frequently,  characteris- 
tics that  predict  well  for  Eastern  applicants  do  not  work  as  well  for  applicants  from 
other  regions.  In  the  single  system,  however,  the  better  predictors  for  those  other 
regions  are  submerged  in  the  largely  Eastern  development  sample. 

Contrast  the  single  system  user  with  creditor  B  that  develops  multiple  systems 
based  on  separate  samples  from  each  region  of  the  country.  Although  its  future 
applicants  may  consist  primarily  of  Easterners,  its  other  regional  applicants  (i.e., 
Southerners)  are  processed  by  a  separate  system  that  incorporates  those  characteris- 
tics that  best  predict  the  credit-worthiness  of  residents  of  that  region.  As  a  result  of 
this  increased  accuracy,  creditor  B  extends  much  more  credit  to  Southerners  than 
creditor  A  at  the  same  level  of  risk.  It  should  also  confer  slightly  more  credit  on 
Eastern  applicants. 

The  preference  for  the  use  of  one  system  as  opposed  to  multiple  systems  will  vary 
depending  upon  the  individual  creditor's  own  situation.  ECOA  does  not  and  should 
not  compel  one  approach  over  another.  ECOA  prohibits  credit  analysis  from  consid- 
ering the  applicant's  membership  in  a  protected  class  such  as  sex;  and,  therefore,  a 
credit  scoring  system  could  not  legally  make  the  applicant's  sex  a  scored  character- 
istic. The  question  is  whether  considering  the  area  of  residence  of  applicants,  and 
attributing  different  point  values  because  of  their  area  of  residence,  constitutes 
taking  "a  prohibited  basis  into  account."  We  believe  that  it  does  not.  Increasing  the 
information  available  for  credit  analysis  makes  the  system  more  accurate  and 
allows  the  creditor  to  approve  more  applications  while  maintaining  the  same  level 
of  risk.  If  it  can  take  the  applicant's  area  of  residence  into  account  by  using  two  or 
more  systems,  as  suggested  above,  more  applicants  will  receive  credit. 

The  creditor  that  has  localized  systems  can  make  more  accurate  decisions.  Pre- 
sumably, the  credit  applicants  in  the  Detroit  metropolitan  area  have  different 
attributes  from  those  in  rural  Kansas.  Creditors  using  localized  credit  scoring  sys- 
tems can  take  into  account  certain  positive  attributes  for  that  particular  geographic 
area.  For  example,  it  may  be  that  residents  of  an  area  adjoining  a  large  military 
base  or  a  large  mobile  home  development  will  be  treated  more  favorably  by  a 
creditor  whose  model  was  constructed  from  that  localized  population  than  they 
would  be  treated  had  the  creditor  not  localized  its  system.  Improved  accuracy  means 
developing  more  systems  and  incurring  proportionately  higher  costs.  This  type  of 
geographic  consideration  gives  considerably  more  credit  to  the  applicants  from 
marginal  neighborhoods,  who  would  be  rejected  by  a  single  system  because  of  their 
lower  economic  status.  Because  of  its  better  predictive  ability,  fewer  local  applicants 
would  be  rejected  by  the  multiple  system.  Thus,  consideration  of  geographic  location 
by  multiple  systems  warrants  encouragement,  not  proscription.  In  fact,  the  optimum 
methodology  to  accomplish  the  purpose  of  the  ECOA  would  compel  the  development 
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of  multiple  credit  scoring  systems  wherever  possible.  While  this  may  not  be  practi- 
cal or  economically  feasible  for  all  creditors,  legislation  which  prohibits  this  is  anti- 
consumer  and  we  urge  that  it  not  be  enacted. 

In  conclusion,  by  dividing  the  applicant  population  into  as  many  permitted  bases 
as  possible,  and  analyzing  the  sub-populations  separately,  all  applicants  gain.  Each 
sub-population  receives  more  credit  and  the  creditor  achieves  greater  accuracy.  This 
proposed  legislation  would  prohibit  the  use  of  area  of  residence  and  thus  would  have 
the  effect  of  defeating  the  basic  purpose  of  the  ECOA — to  make  credit  equally 
available  to  all. 

Senator  Tsongas.  There  is  no  point  in  rehashing  what  we've 
already  been  through  with  other  witnesses,  plus  we're  already  past 
12.  Just  a  couple  of  points. 

DIFFERENCE   BETWEEN    INCLUSION    AND    EXCLUSION 

One,  even  though  it  is  true  that  ZIP  code  does  not  solely  deter- 
mine whether  one  gets  credit,  I'm  sure  we  would  agree  that  you 
can  envision  examples  where  everything  else  being  equal,  that  that 
one  variable  makes  the  difference  between  inclusion  and  exclusion. 
That  would  be  true  of  any  of  the  variables  used. 

Ms.  Rubino.  Well,  before  I  answer  that,  let  me  explain  some- 
thing. You  may  have  a  system  that  has  12  characteristics.  In  order 
for  that  person  to  be  declined  for  credit,  they  would  have  to  score 
submaximum  on  several  characteristics  before  getting  rejected. 

The  ZIP  code,  or  the  geographic  location,  area  of  residence, 
would  not  throw  the  person  out  in  terms  of  being  declined  for 
credit.  It  would  have  to  be  as  a  result  of  three  or  four,  or  possibly 
six  characteristics  on  which  the  applicant  did  not  score  the  maxi- 
mum. 

Senator  Tsongas.  Let  me  pursue  that.  Because  the  information 
we  have  is  confidential,  I'm  at  somewhat  of  a  disadvantage,  but  at 
least  one  of  your  clients  has  a  system  that  has  a  cutoff  at  a  certain 
number.  Below  that  number,  no  matter  what  happens  in  stage  two, 
there  is  no  stage  two.  I  have  before  me  an  example  where  there  are 
two  applicants  who  will  score  exactly  the  same  in  all  of  the  charac- 
teristics except  ZIP  code,  and  there's  a  difference  in  that,  obviously. 

In  one  case,  if  the  person  goes  below  the  200  cutoff  point,  they 
are  rejected.  In  the  other  case,  if  they  score  above  that,  they  go 
through  the  second  stage,  and  therefore  are  qualified.  In  both 
cases,  the  second  stage  would  be  exactly  the  same. 

It's  one  of  your  clients. 

Ms.  Rubino.  Senator  Tsongas,  it's  not  because  of  the  area  of 
residence.  If  you  examine  the  score  card  itself,  you  would  probably 
note  that  in  several  of  the  characteristics  both  applicants  did  not 
score  maximum  on  any  particular  or  on  a  variety  of  characteris- 
tics. 

You  are  indeed  correct  that  one  person  scored  more  than  the 
other.  However,  the  decline  of  one  applicant  is  not  based  solely  on 
that  person's  area  of  residence.  I  can  assure  you  that  that  person 
probably  scored  less  than  maximum  on  quite  a  few  characteristics 
on  the  scorecard. 

Senator  Tsongas.  OK,  but  the  point  I'm  making  to  you  is  that  it 
would  have  been  true  of  the  person  who  lived  in  a  nice  neighbor- 
hood, as  well. 
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You  have  two  people  exactly  equal  on  all  the  characteristics  up 
and  down  the  line.  One  difference:  That  is,  ZIP  code.  One's  reject- 
ed; one's  accepted. 

You  are  saying  that  that  is  impossible? 

Ms.  Rubino.  It's  not  impossible  on  point  factors;  I'll  grant  you 
that.  You  can  do  it  based  upon  point  values.  But  on  both  appli- 
cants, if  you  compare  that  application  to  the  scorecard,  probably 
both  of  them  did  not  score  maximum  on  a  variety  of  questions. 

Senator  Tsongas.  Let  me  rephrase  it. 

Are  you  saying  that  it  is  not  possible  for  someone  to  be  rejected 
based  on  geography,  given  the  fact  that  all  other  considerations 
would  have  been  equal  for  someone  who  did  not  have  the  handi- 
cap? 

Ms.  Rubino.  To  clarify  what  I'm  saying,  I  am  saying  that  if  an 
applicant  is  declined  by  a  creditor  who  uses  a  point  scoring  system, 
that  applicant  cannot  be  declined  solely  on  the  basis  of  geographic 
location.  He  would  have  to  have  scored  lower  than  the  maximum 
score  in  a  variety  of  characteristics. 

Senator  Tsongas.  What  you  say  is  true,  and  what  I  say  I  would 
hope  is  also  true.  And  that  is,  given  those  examples,  the  difference 
of  geography  made  the  difference  in  whether  one  was  accepted. 

Ms.  Rubino.  It  is  indeed  mathematically  possible,  but  I  would 
invite  you  to  look  at  the  scorecard  and  see  if  indeed  they  did  not 
score  maximum. 

Senator  Tsongas.  I  have  looked  at  these  scorecards  ad  nauseum. 
[Laughter.] 

I  think  I  understand  how  the  system  operates.  How  many  of  your 
clients  use  the  geographic  index  in  your  scoring  systems? 

Ms.  Rubino.  We  know  of  a  number  that  use  it.  However,  we  do 
not  have — I  couldn't  give  you  an  estimate. 

Senator  Tsongas.  Do  you  have  any  idea? 

Mr.  Feldman.  Mr.  Chairman,  total  number  of  members? 

Senator  Tsongas.  Right. 

Mr.  Feldman.  The  association  does  not  maintain  that  data,  but  I 
can  say  generally  that  most  small  credit  grantors  are  judgmental 
creditors.  Only  medium  to  large  creditors,  such  as  national  retail- 
ers, are  using  credit  scoring. 

Senator  Tsongas.  But  among  those  who  use  the  credit  scoring 
system,  how  many  would  include  ZIP  code  or  geographic  area? 

Mr.  Feldman.  It's  very  hard  to  say,  because  the  number  of 
creditors  using  that  characteristis  has  changed  in  recent  years.  I 
would  say  that  the  majority  still  use  some  form  of  geographic 
indicator. 

Senator  Tsongas.  And  a  significant  number  do  not? 

Mr.  Feldman.  I  really  don't  know  that.  I'm  not  being  evasive.  To 
my  knowledge  the  majority  do  because  it  has  been  demonstrated  to 
be  predictive. 

Senator  Tsongas.  But  other  people  have  opted  not  to  use  it? 

Mr.  Feldman.  That  is  true.  However,  they  have  given  up  some 
predictability  in  doing  that.  There  are  also  some  very  practical 
reasons  why  a  company  would  choose,  in  spite  of  the  fact  that  it  is 
not  illegal,  to  give  up  geography.  One  of  the  practical  reasons  is 
that  they  face  the  prospect  of  litigation.  They  face  the  threat  of  an 
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allegation  that  the  use  of  geography  has  the  effect  of  discriminat- 
ing against  a  protected  category. 

No  such  case  has  ever  been  won,  however,  and  creditors  believe 
that  it  is  legal  and  that  it  does  not  identify  a  protected  category  or 
constitute  a  proxy  for  race.  But  some  companies  have  made  a 
business  decision  that,  rather  than  identify  area  of  residence,  as 
they  must  in  giving  the  reason  for  decline  under  ECOA  as  a  matter 
of  public  relations  and  as  a  matter  of  avoiding  extensive  litigation, 
they  have  chosen  to  give  up  some  degree  of  predictability  in  giving 
up  geography. 

Senator  Tsongas.  Are  you  saying  that  every  example  that  you 
know  of  where  ZIP  codes  have  been  eliminated  is  based  on  the 
public  relations  concerns,  or  fear  of  lawsuits;  that  no  one  has 
decided  it's  just  not  worth  a  candle  in  terms  of  predictive  nature  of 

the  index? 

Mr.  Feldman.  Yes,  that  is  my  understanding  of  the  reason  for 
giving  it  up,  when  it  was  in  the  system  in  the  first  place — it  only 
gets  in  the  system  and  only  ends  up  being  scored  if  it  is  statistical- 
ly determined  to  be  more  predictive  than  other  characteristics  that 
were  thrown  out.  It  is  never  included  as  a  conscious,  subjective 
decision.  Those  systems  that  do  not  score  it  initially  excluded  it 
because  it  was  not  demonstrated  to  be  predictive. 

Senator  Tsongas.  How  many  of  these  companies  do  you  think 
would  eliminate  the  credit  card  scoring  system  if  we  take  this 
particular  index  out? 

Mr.  Feldman.  I'm  sorry?  How  many  would  give  up 

Senator  Tsongas.  Credit  scoring. 

COMMITTED  TO   CREDIT   SCORING   SYSTEMS 

Mr.  Feldman.  I  believe  they  are  financially  committed  to  credit 
scoring,  particularly  since  it  is  not  practical  or  efficient  for  a 
national  creditor  to  have  200,000  or  300,000  or  more  individual 
credit  analysts  looking  at  the  tens  of  thousands  of  applications  that 
come  in. 

Senator  Tsongas.  So  you  know  of  no  company  that  would  give  up 
the  process  if  this  particular  index  were  removed? 

Mr.  Feldman.  No,  in  my  opinion  the  national  creditors  would 
keep  it  and  they  would  find  their  systems  are  less  predictive.  I 
doubt  if  they  would  give  up  credit  scoring  solely  because  they  lost 
the  right  to  use  geography. 

Senator  Tsongas.  The  same  arguments  apply  on  the  issue  of  sex, 
race,  whatever. 

The  final  point  I  would  make,  and  then  I  will  defer  to  Senator 
Levin,  the  assumption  that  you're  making  is  that  the  concern  here 
is  racial,  which  it  is;  but  there's  also  the  concern  about  cities  and 
what  happens  to  them,  which  may  be  a  peculiar  concern  of  those  of 
us  from  the  Northeast  and  the  Midwest  who  happen  to  live  in  and 
represent  those  kinds  of  cities.  I  would  hope  that  that  would  be 
something  you  are  sensitive  to. 

Senator  Levin? 

Senator  Levin.  First  of  all,  I'd  like  to  thank  you  for  your  testimo- 
ny. Both  of  your  testimonies  were  very  helpful. 

I'd  first  like  to  ask  you  a  question,  Mr.  Ferrante. 
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You  state  on  page  6  of  your  testimony,  "By  preventing  geography 
or  any  other  characteristic  which  may  be  statistically  significant 
from  being  used  in  a  credit  scoring  system,  the  ability  of  the 
system  to  predict  credit  is  reduced." 

I  think  you'd  all  agree  with  that  statement. 

Mr.  Ferrante.  Would  you  like  me  to  respond? 

Senator  Levin.  Not  yet.  [Laughter.] 

My  question  isn't  that  easy.  [Laughter.]  We  don't  allow  race,  sex, 
ethnic  origin,  or  religion,  and  as  a  result  I  think  you  would  agree 
that  the  ability  of  the  system  to  predict  creditworthiness  is  re- 
duced. 

Would  you? 

Mr.  Ferrante.  Yes. 

Senator  Levin.  Would  you  also  agree  that  we  shouldn't  allow 
consideration  of  those  factors,  even  though  we  reduce  the  cre- 
ditworthiness predictability? 

Mr.  Ferrante.  Well,  I  would  prefer  to  answer  your  question  in 
terms  of  the  intent  of  the  presence  of  that  statement  in  the  testi- 
mony, if  it's  all  right  with  you. 

We  have  a  desire  to— first  of  all,  I  need  to  explain  to  you  that 
our  bank  and  other  banks  throughout  the  country  have  significant 
investments  in  the  inner  city.  They  have  significant  investments  in 
disadvantaged  areas.  The  presence  of  the  banking  office  in  a  disad- 
vantaged area  or  in  the  central  city  is  to  produce  revenues  for  the 
bank  and  to  support  the  community  where  it  is  located. 

And  the  ways  that  the  bank  does  that  is  to  invest  in  that  commu- 
nity, not  only  in  terms  of  providing  funds  for  businesses,  but  also 
in  terms  of  providing  funds  for  consumers. 

Were  we  able  to  develop  multiple  credit  scoring  systems  for  our 
550  branches  throughout  the  State,  we  would  prefer  to  match  the 
judgmental  issues  that  are  occurring  in  these  branches  at  the 
present  time  on  noncredit  card  credit  granting. 

A  credit  analyst  in  the  central  city  would  find  it  very  difficult  to 
serve  the  community,  and  find  it  very  difficult  to  grant  credit  if  he 
were  to  use  the  same  standards  that  are  used  in  some  of  the 
suburbs  and  some  of  the  more  affluent  areas.  Credit  analysts  in 
disadvantaged  areas  where  we  have  branches  located  use  a  differ- 
ent set  of  criteria,  different  income  standards.  If  we  were  able  to 
develop  through  the  use  of  massive  resources  in  getting  this  job 
done— separate  credit  scoring  systems  for  each  branch— we  would 
better  be  able  to  match  the  judgmental  issues  that  allow  our  credit 
analysts  to  better  serve  those  communities. 

The  single  system  that  eliminates  the  ability  for  us  to  use  those 
factors  in  the  center  city  branches  makes  it  impossible,  and  there- 
fore is  not  as  good  a  system. 

Senator  Levin.  I  think  you  made  that  point  well  in  terms  of  the 
multiple  system  problem. 

I  think  also  you've  made  that  point  well,  with  the  result  that 
really,  in  terms  of  the  possibility  of  an  exclusion  from  multiple 
systems— I'm  talking  about  a  unitary  system.  That's  what  this  bill 
was  aimed  at.  It's  aimed  at  the  system  which  was  adopted  by 
Mobil,  is  adopted  by  Amoco  and  others;  Mobil,  which  claims  it  did 
it  on  a  State  by  State  basis,  as  to  whether  or  not  we  should  judge 
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people  based  on  what  State  they  live  in.  That's  what  Mobil  says  we 
should  do  and  did  before  December  31. 

Amoco  says  that  people  should  be  judged  for  credit  purposes 
based  upon  what  ZIP  code  they  come  in. 

EXEMPTIONS   FOR   MULTIPLE   SYSTEMS 

In  a  unitary  system,  whether  you  get  plus  or  minus  points  de- 
pended on  the  ZIP  code.  What  both  of  you  are  saying  is  that  there 
should  be  an  exemption  for  multiple  systems,  where  you  have 
different  characteristics  being  considered  inside  a  geographical 
area,  depending  on  the  geographical  area.  There  is  some  merit  to 
that,  although  I  haven't  reached  a  final  conclusion  of  my  own  on  it. 

There  is  some  merit,  it  seems  to  me,  in  what  you're  saying.  But 
my  question  to  you,  Mr.  Ferrante,  is  really  a  different  one  that  I'd 
like  to  come  back  to.  You've  indicated  that  by  preventing  any  other 
characteristic  that  may  be  statistically  significant  from  being  used 
in  a  credit  scoring  system,  that  we  are  reducing  the  ability  of  that 
system  to  predict  creditworthiness.  And  I  agree  with  you. 

My  question,  though,  is — and  I  want  to  restate  it,  because  I  think 
it  goes  to  the  heart  of  the  matter — even  though  the  elimination  of 
race,  sex,  religion,  ethnic  origin,  does  deprive  a  credit  system,  at 
least  arguably,  of  some  predictive  value,  should  we  not  nonetheless 
continue  to  refuse  those  factors  from  being  considered? 

Mr.  Ferrante.  Well,  let  me  answer  in  this  way.  What  if,  in  a 
single  system,  the  presence  of  a  ZIP  code  caused  the  system  to  look 
at  credit — or  rather,  to  look  at  income  differently  than  it  did  in  a 
more  affluent  area? 

Senator  Levin.  Let  me  restate  the  question.  Should  you  be  able 
to  consider  race,  religion,  ethnic  origin,  in  terms  of  their  correla- 
tion to  creditworthiness? 

Mr.  Ferrante.  We  did  not  consider  that  prior  to  the  prohibition 
to  do  so. 

Senator  Levin.  Would  you  like  to  be  able  to  consider  it,  if  it  gave 
you  predictive  value? 

Mr.  Ferrante.  As  a  representative  of  the  entire  banking  indus- 
try, I  would  say  that  I'm  sure  that  there  are  a  number  of  my 
associates  who  feel  that  any  prohibition  of  a  characteristic  that  is 
statistically  significant  is  an  untoward  effect  toward  the  granting 
of  credit. 

Senator  Levin.  OK.  That's  a  candid  answer. 

Your  answer,  Ms.  Rubino,  is  that  you  wouldn't  do  it  if  you  could? 

Ms.  Rubino.  Absolutely  right. 

Senator  Levin.  You're  saying  some  of  your  members  would  do  it, 
is  that  correct?  And  I  think  Dr.  Fair  said  this  morning  that  he'd 
like  to  be  able  to  do  it.  I  think  it  really  gets  to  the  heart  of  the 
question  as  to  where  we  are,  at  least  the  heart  of  one  question. 

Senator  Tsongas.  Are  you  going  to  change  the  subject? 

Could  I  just — this  is  perhaps  a  bit  unnecessary.  But  in  terms  of 
the  inner  city,  involving  the  banks,  having  had  extensive  experi- 
ence with  them  myself,  I  think  it  is  fair  to  say  that  you  have  in 
that  point  the  same  kind  of  conflict  between  what  makes  sense 
from  an  economic  or  predictive  or  whatever  point  of  view  and  what 
our  social  policy  for  the  country  should  be,  and  which  indeed  the 
Government  had  to  intervene  to  suggest  certain  policies. 
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And  then  you  had  some  behavioral  changes  by  the  banks  after 
that.  Now,  whether  that  makes  sense  from  perhaps  an  investment 
point  of  view  I  think  is  no  longer  in  dispute.  The  question  is,  social 
policy  has  been  imposed  and  we  go  from  there. 

I  would  hope  at  this  point  that  we  would  all  admit  that  saving 
the  inner  city  was  indeed  a  viable  social  policy.  There  is  the  same 
kind  of  conflict  that  we  find  here  between,  on  the  one  hand  public 
policy,  and  on  the  other  hand  the  value,  interpretively,  of  predic- 
tive powers. 

Mr.  Ferrante.  If  I  may,  Senator,  there  are  economic  reasons  for 
banks  to  invest  in  the  inner  city  areas,  in  addition  to  their  social 
responsibilities.  It's  nice  that  the  two  come  together.  But  the  banks 
exist  in  areas  in  the  inner  city  and  disadvantaged  areas  for  the 
purpose  of  serving  the  community  and  for  the  purpose  of  econom- 
ics. And  to  prohibit  those  banking  offices  from  taking  into  consider- 
ation the  different  income  levels,  to  provide  more  credit  for  people 
in  that  area,  I  think  would  be  a  mistake.  I  think  it  would  be 
counterproductive  to  what  you  were  trying  to  do,  to  support  the 
disadvantaged  areas. 

Senator  Tsongas.  I  don't  want  to  rehash  the  whole  redlining 
issue  again.  I've  spent  enough  time  on  that  to  only  wish  that  what 
you  were  saying  is  as  true  as  you  think  it  is,  not  so  much  in  your 
part  of  the  country,  but  in  mine. 

Senator  Levin.  I  have  a  number  of  questions  for  Ms.  Rubino.  I 
submitted  this  morning  34  letters  from  a  number  of  different  com- 
panies from  14  States — Mobil,  Amoco,  Diner's  Club.  I  understand 
Diner's  Club  has  now  dropped  geography,  by  the  way.  But  I've 
submitted  34  examples  where  people  are  denied  credit. 

PRINCIPAL   REASON   FOR   REJECTION 

In  each  instance,  a  principal  reason  was  the  geographical  loca- 
tion. The  Amoco  form  letter  reads  that:  "The  major  areas  where 
you  scored  the  lowest  were,"  and  then:  "Credit  experience  in  your 
general  geographic  location;"  the  second  reason,  "credit  experience 
in  your  occupational  category."  It  was  said  here,  "the  major  areas 
where  you  scored  the  lowest." 

Next,  on  Amoco:  "The  following  were  the  principal  reasons  for 
our  actions,  one  of  the  principal  reasons  being  our  credit  experi- 
ence in  your  immediate  geographical  area." 

Just  picking  these  literally  at  random,  the  third  is  Aldens. 
Aldens  said:  "We  have  listed  below  the  four  factors  which  most 
significantly  affected  our  decision  to  deny  your  application  for 
credit."  One  of  them  is,  "Geographical  delinquency  rating."  By  the 
way,  two  of  the  other  three  are  just  age  group  and  family  size. 

But  my  point  is  that  when  you  say  the  basic  premise  for  this 
legislation  is  that  applicants  for  credit  cards  are  rejected  because  of 
their  area  of  residence  and  that  that  premise  is  patently  erroneous, 
I  assure  you  it  is  erroneous.  It  is  not  the  basic  premise  of  this 
legislation  that  applicants  for  credit  cards  are  rejected  solely  be- 
cause of  their  area  of  residence. 

The  basic  premise  of  this  legislation  is  that  one  of  the  factors 
given  as  a  principal  factor  and  a  factor  which  could  make  the 
difference  as  to  whether  you  get  it  or  not,  it  being  the  credit,  is 
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your  place  of  residence,  and  that  it  shouldn't  be  considered  at  all. 
That's  the  basic  premise. 

I'd  like  to  pursue  that  with  you  for  a  moment.  It  relates  back  to 
something  in  the  question  that  Senator  Tsongas  asked. 

Take  two  people.  They  both  are  exactly  the  same  on  the  charac- 
teristics that  they're  being  scored  on,  with  one  difference,  where 
they  live.  Is  it  possible  that  one  would  get  a  card  and  one  won't? 

Ms.  Rubino.  Yes,  it  is.  But  again,  I  have  to  reiterate  that  in  each 
case  where  that  is  the  reason  for  the  decline  there  is  other  reasons. 

Senator  Levin.  But  the  other  reasons  didn't  stop  the  person  in 
zip  code  area  A  from  getting  a  card,  but  it  did  stop  the  person  from 
zip  code  B  from  getting  a  card;  is  that  true? 

Ms.  Rubino.  No,  it's  not.  If  you  have  a  system  where  you  have  12 
characterstics  that  are  scored,  each  of  those  characteristics  contrib- 
utes jointly  to  the  approval  or  to  the  decline.  One  characteristic,  in 
and  of  itself,  cannot  predict  whether  a  person  is  going  to  be  ap- 
proved or  declined.  It's  how  all  those  characteristics  interrelate  in 
the  total  score  that  you  get. 

Senator  Levin.  Let's  go  back  to  my  premise.  Let's  go  back  to  my 
question. 

You've  got  two  people.  They  score  exactly  the  same  on  all  the 
characteristics  except  they  live  in  different  areas  and  they  get 
different  points  based  on  where  they  live.  So  I'm  not  giving  you  a 
situation  where  the  other  characteristics  are  different.  I'm  giving 
you  a  situation  where  the  points  are  exactly  the  same  on  all  the 
other  characteristics. 

Senator  Tsongas.  Could  I  interrupt  you  at  this  point?  Let  me  use 
the  example  before  me.  And  I  know  I  didn't  say  it  as  well  as  you 
did. 

Taking  into  account  all  the  indices,  where  both  parties  get  172 
points,  you  need  200  to  survive:  Category  1  is  a  ZIP  code,  the 
person  gets  42  points;  category  2,  the  person  gets  25.  In  the  one 
case  you  end  up  with  214  points  and  you  survived  the  cut;  the 
second  case  you  get  197  points,  you've  been  eliminated. 

Had  they  both  gone  to  the  second  stage,  the  credit  report  factors 
would  have  been  the  same. 

Ms.  Rubino.  That  is  indeed  possible.  I  can't  possibly  disagree 
with  you.  However,  in  any  point  scoring  system,  the  maximum 
allowable  points  under  that  system  varies.  In  that  particular 
system,  it  may  be  indeed  that  the  maximum  points  may  be  326 
points,  let's  say.  Any  of  the  characteristics  that  those  two  people 
score  on,  that  those  two  people  have  given  us  the  information  on 
our  application  that's  supplied  to  the  scorecard,  any  of  those  may 
not  receive  the  maximum  allowable  points.  And  it's  the  fact  that 
they  don't  get  the  maximum  points;  it's  not  the  fact  that  they  get 
less  points  for  one  particular  characteristic.  You  have  to  look  at 
the  totality  of  the  application,  because  it's  not  one  characteristic 
that  will  deny  you  credit,  or  grant  you  credit,  for  that  matter. 

Senator  Levin.  But  any  one  characteristic  could  be  the  difference 
between  whether  you  get  credit  and  someone  else  gets  credit. 

Ms.  Rubino.  I  don't  believe  so,  strictly  because 

Senator  Levin.  Let  me  go  back  to  my  question,  if  I  could,  Mr. 
Chairman,  because  I  really  think  it's  so  clear  in  my  mind— I've 
either  got  to  get  it  out  of  my  mind  or  clear  it  up. 
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The  two  people  that  we  gave  that  had  exactly  the  same  charac- 
teristics except  for  residence.  Is  it  possible  that  one  gets  the  credit 
and  one  doesn't? 

Ms.  Rubino.  Absolutely.  I  can't  dispute  that. 

Senator  Levin.  OK.  So  that  the  difference  between  them,  the 
difference  as  to  whether  they  got  a  credit  card  or  not,  was  where 
one  lived. 

Ms.  Rubino.  No,  it's  not.  It's  the 

Senator  Levin.  The  totality  of  all  the  other  factors  are  exactly 
the  same.  The  points  on  all  the  other  factors  total  up  exactly  the 
same.  They  got  the  same  points  on  each  of  the  other  factors.  The 
total  was  the  same  on  each  of  the  other  factors. 

Now,  they  live  in  different  places.  That's  the  only  difference 
between  them.  One  place  has  a  positive  rating;  one  a  negative 
rating.  One  pushes  him  above  the  minimum  line;  the  other  case  it 
doesn't. 

Is  that  not,  then,  the  difference? 

Ms.  Rubino.  No,  it's  not,  because  in  each  particular  application 
those  two  people,  where  it's  marginally  approved  because  of  one 
point  or  not  one  point,  each  of  those  applicants  has  not  scored 
maximum  on  a  lot  of  the  characteristics;  it's  then  all  of  the  applica- 
tion information,  jointly,  that  contributes  to  the  approval  or  the 
decline. 

I  can  appreciate  exactly  what  you're  saying. 

Senator  Levin.  But  you  do  agree  that,  but  for  the  location,  the 
geographic  location,  the  residence,  in  my  first  case  they  would  have 
gotten  the  card? 

Ms.  Rubino.  Mathematically,  that's  correct. 

Senator  Levin.  In  real  life  it  can  be  correct,  can't  it? 

Ms.  Rubino.  It  can  be  correct  in  terms  of  the  person  getting  or 
not  getting  the  card.  But  it's  not  correct  in  terms  of  the  reason  for 
the  denial. 

Senator  Tsongas.  Mrs.  Selick,  who  testified  earlier,  is  not  a 
mathematical  possibility;  she's  a  human  being  who  indeed,  because 
of  that  system,  happened  to  be  given  credit  by  every  other  credit 
application  process  she'd  been  through,  but  was  denied  because  she 
had  changed  her  residence. 

Ms.  Rubino.  I  think  the  fact  that  Mrs.  Selick  applied  for  a  lot  of 
cards  after  the  denial  from  Mobil  has  a  lot  of  relevance  to  this 
issue,  because  in  the  other  systems  that  she  applied  for  they  may 
have  indeed  scored  geographic  location  and  she  was  not  denied 
credit  from  those  other  companies.  It  may  be  just  in  that  Mobil 
system  or  the  system  that  declined  her  that  that  was  the  factor. 

Senator  Tsongas.  And  she  had  filled  out  all  those  applications 
prior. 

Ms.  Rubino.  I'm  not  following  you. 

Senator  Tsongas.  The  point  I'm  trying  to  make  is  that  what 
you're  saying  is  that  since  she  was  given  credit  at  her  same  second 
location,  that  the  geographic  factor  was  not  determinative. 

Ms.  Rubino.  I  still  don't  follow  you.  I'm  sorry. 

Senator  Tsongas.  I  don't  know  why  I'm  making  the  point  that 
you  were  making.  [Laughter.] 

I'm  not  sure  I  want  to  pursue  this  any  more.  [Laughter.] 

Senator  Levin.  Let  me  change  the  subject. 
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Can  you  generalize  as  to  which  areas  usually  get  more  points  or 
less  points  as  between  lower  income  areas  and  higher  income 
areas? 

Mr.  Dirckx.  I'm  sorry.  Would  you  repeat  it  again? 

Senator  Levin.  Yes.  Which  areas  usually  get  more  points  or  less 
points,  high  income  areas  or  low  income  areas?  Or  can't  you  gener- 
alize? 

Mr.  Dirckx.  I  can't  really  speak  to  that  issue.  Our  particular 
system  does  not  use  geographic  location  as  you  have  defined  it. 

If  we  can  put  aside  the  credit  process  of  preauthorized  credit  and 
solicitation — certainly  we  use  it  there  to  target  our  markets.  But  if 
you're  speaking  strictly  as  using  it  as  a  criterion  for  a  credit 
scoring  system,  we  don't  use  it.  We  have  tried  it  as  a  candidate 
variable,  but  it  is  not  presently  in  our  scoring  system. 

That  is  our  own  bank.  I  don't  know  the  details  of  all  the  other 
associated  systems. 

Senator  Tsongas.  I  have  a  conflict  of  schedule,  and  I  will  ask 
Senator  Levin  to  take  over  the  hearing. 

MODIFICATION   OF   LANGUAGE   NEEDED 

If  I  could  ask  you  both,  if  you  would,  to  look  at  the  legislation 
and  see  whether  you  could  fashion  language  that  gets  to  the 
impact  that  we're  concerned  about,  not  only  the  racial  impact, 
which,  as  you  say,  is  obviously  addressed  in  the  legislation,  but  also 
the  impact  on  cities,  which  may  be  arbitrary,  and  therefore  against 
the  already  defined  social  policy  of  the  country. 

Is  it  possible  that  both  your  concerns  and  our  concerns  can  be 
met  in  language.  Your  testimony  says  there's  no  possible  way  to 
modify  this  bill  that  would  be  acceptable,  but  you  certainly  must 
have  views  as  to  what  is  more  acceptable  than  others.  And  since 
you  do  so  well  defending  the  question,  I  hope  you  would  put  the 
same  time  and  effort  into  language  that  achieves  the  purposes  we 
had  in  mind  without  doing  undue  damage  to  the  very  necessary 
systems  that  we  have. 

Senator  Levin,  it's  all  yours. 

Senator  Levin  [presiding].  I  really  just  wanted  to  comment  on 
the  letters  I  was  trying  to  dig  up  from  Mobil  Oil,  which  indicated 
that  their  system,  at  least  before  last  December  31,  was  based  on 
the  regions  of  the  country,  where  they  gave  different  regions  of  the 
country  different  points.  It  said  here  that  their  system  divided  the 
continental  United  States  into  16  regions. 

Michigan  is  included  in  the  region  composed  of  three  States.  So  a 
person  living  in  Detroit  gets  exactly  the  same  number  of  points  for 
geographic   location   as  a  resident  of  any  of  those  three  states. 

Mobil  turned  down  Ms.  Selick  because  of  geographic  location,  one 
of  two  principal  reasons.  What  they  wrote  me  on  June  17,  1977, 
was  what  they  meant  by  geographic  location  was  the  region  in 
which  Mrs.  Selick  lived,  the  tristate  region. 

Now,  assuming  for  the  moment  that  that's  credible — and  I  never 
have  believed  it  to  be  credible;  I  don't  think  Mobil  gives  lower 
points  to  people  who  live  in  the  Midwest  than  they  do  in  the 
Southeast.  But  if  they  want  to  come  and  say  that  that's  what  they 
did  tomorrow,  that's  certainly  their  freedom  to  do  so. 
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But  it's  not  just  the  fact  that  I'm  concerned  about  cities,  which  I 
am.  And  it's  not  just  the  fact  that  I'm  concerned  about  discrimina- 
tion against  people  who  are  black  or  poor  or  whatever,  and  stereo- 
typing people,  which  is  what  the  act  is  really  intended  to  stop. 

I'm  also  concerned  about  stereotyping  people  because  of  wherev- 
er they  live.  Now,  some  systems  give  lower  points  to  folks  who  live 
in  Wyoming  than  to  folks  who  live  in  Nebraska,  or  vice  versa.  And 
they  give  higher  points  to  people  who  live  in  Arkansas  than  they 
give  to  people  who  live  in  Ohio,  or  vice  versa,  just  for  that  reason. 

They  categorize,  they  generalize,  they  stereotype,  based  on  the 
State  in  which  people  live.  And  I  think  this  country  is  long  ahead 
of  that  kind  of  thing,  for  any  purpose.  I  don't  think  we  ought  to 
consider  that — I  guess  except  for  getting  elected  to  the  U.S.  Senate. 
I  just  don't  think  we  ought  to  consider  the  State  where  you  come 
from,  the  region  where  you  come  from,  the  city  where  you  come 
from,  the  ZIP  code  that  you  come  from,  as  a  basis  for  getting 
something  which  is  relevant  to  people's  lives,  which  is  now  a  credit 
card. 

DENIAL  OF  CREDIT  IS  SERIOUS 

And  as  Mrs.  Selick  so  eloquently  pointed  out,  it's  not  so  impor- 
tant whether  you  get  another  credit  card.  What  is  important  is 
that  when  you  go  to  apply  for  a  mortgage  or  something  serious,  if 
you're  asked  the  question,  have  you  ever  been  denied  credit,  then 
you've  got  to  answer  the  question  yes,  because  some  company  took 
into  consideration  one  of  the  principal  reasons,  that  you  live  in  a 
certain  ZIP  code. 

That  becomes  very  serious  business  in  this  society  and  I'm  very 
much  concerned  about  it.  And  Senator  Tsongas  has  pointed  out  the 
concern  for  urban  areas,  and  that's  a  real  concern.  And  I'm  also 
concerned  that  it's  tough  to  prove  the  effects  test  in  front  of  the 
FTC.  It's  tough  to  prove  that  the  reason  for  the  impact  of  ZIP  code 
usage,  city  usage,  or  whatever,  is  racial  in  motive.  You've  got  to 
start  looking  at  motive  and  effects,  and  that's  very  difficult  to 
prove.  It's  hard  to  show  that  connection  between  geography  and 
race. 

But  I  think  just  simply  prohibiting  geography,  as  a  unitary 
system,  at  least,  is  going  to  overcome  that  kind  of  problem. 

May  I  mention  that  there  is  also  a  real  State  interest  here  in 
terms  of  the  unity  of  this  country,  and  that  I  just  frankly,  taking 
the  local  system  as  it  was  on  its  faith,  I  found  it  to  be  absolutely 
shocking  that  we  would  stereotype  people  as  to  the  region  that 
they  live  in  as  to  whether  or  not  they  would  get  credit. 

So,  there  are  really  those  three  factors. 

Do  you  want  to  add  anything  at  this  point,  or  respond?  You're 
more  than  welcome  to  do  so. 

Mr.  Ferrante.  I  would  like  to,  Senator. 

At  the  risk  of  saying  this  again,  I  am  not  sure  that  the  point  was 
well  enough  understood.  There  are  good  economic  reasons  for 
banks  across  the  country  to  exist  in  inner-city  and  disadvantaged 
areas.  In  order  to  emulate  the  judgmental  systems  that  are  cur- 
rently in  place  in  those  banking  offices  whereby  credit  analysts 
apply  different  credit  criteria  in  that  local  area  than  they  would 
apply  somewhere  else — "that  criteria"  meaning  that  income  and 
other  factors  in  that   area   are   different;   therefore,   in   order  to 
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provide  consumer  credit  in  that  area,  they'd  have  to  apply  different 
credit  criteria,  otherwise,  they  would  not  make  as  many  loans  and 
therefore  not  support  the  community. 

It  is  possible  that  a  single  credit  scoring  system  could  identify 
that  specific  location  and  could  apply  the  same  judgmental  charac- 
teristics— in  other  words,  provide  more  credit  for  that  local  commu- 
nity— if  it  were  able  to  identify  the  community  and  therefore  apply 
different  factors. 

Now,  the  intent  of  the  law  is  to  provide  more  credit,  or  at  least 
more  availability  or  fewer  rejections.  But  in  practice,  what  would 
happen  is  that  you  would  eliminate  the  possibility  of  a  single  credit 
scoring  system  that  could  respond  to  that  community  in  the  same 
manner  that  the  credit  analysts  are  doing. 

Senator  Levin.  A  single  system,  yes.  But  not  a  multiple  system. 

Mr.  Ferrante.  A  unit  system. 

Senator  Levin.  No,  no,  that's  not  the  intent  of  the  law,  at  least 
necessarily.  That's  an  important  question  that's  been  raised  by  a 
number  of  people  who  have  given  testimony  here  today  as  to 
whether  multiple  systems  would  be  allowed  to  use  different  charac- 
teristics that  might  be  legitimate  in  different  places.  There  may  be, 
for  example,  more  renters  in  New  York  City  than  there  are  in 
Wyoming.  They  may  want  to  allow  Wyoming  and  New  York  to  give 
different  weights  to  the  renter  question.  It's  very  possible.  That's 
not  the  intent,  at  least  necessarily,  of  this  bill. 

The  intent,  I  think,  is  quite  clear:  It's  the  intent  to  eliminate  the 
practice  of  the  Amocos  and  the  Mobils  and  the  other  nationwide 
corporations  in  a  unitary  system  which  gives  the  same  number  of 
points  in  all  the  other  factors.  Not  like  your  banking  situation 
where  there  could  be  differentials.  We  see  that.  But  where  all  the 
same  other  characteristics  are  given,  the  same  number  of  points, 
but  where  they  say,  in  Mobil's  case,  if  you  come  from  southeast — I 
am  picking  this  out  of  the  air — if  you  come  from  the  southeast  part 
of  the  United  States,  you  get  a  plus-five,  if  you  come  from  the 
southwest,  you  get  a  minus-three — again,  I  am  picking  figures  out 
of  the  air — where  you  are  judged  on  the  region  from  which  you 
come. 

That  is  what  prompted  this  bill.  It's  the  rejection  letters  from 
Amoco,  who  says  it's  your  ZIP  code.  In  a  unitary  system  across  the 
country.  That  is  what  prompted  this  bill.  And  it's  not  at  least 
necessarily  and  probably  not  ultimately  aimed  or  intended  to  be 
aimed  at  your  situation  where  you  want  a  multiple  geographical 
area  system  to  have  different  characteristics  inside  your  system. 

I  think  your  points  have  been  extremely  well  made  in  that 
regard,  and  very  helpful. 

We  also  do  want  to  assure  you,  relative  to  the  point  that  Senator 
Tsongas  made — it  was  made  clear  on  the  notice — we  are  not  trying 
to  force  people  to  go  outside  of  their  own  region  or  geographical 
territories  to  do  business.  That  is  not  the  purpose.  That  can  cer- 
tainly be  clarified  in  the  markup. 

Is  there  anything  else  that  either  of  you  wanted  to  say,  or  any  of 
you  wanted  to  say? 

[No  response.] 

Senator  Levin.  If  not,  then  we  will  stand  in  recess  until  tomor- 
row morning. 

We  thank  you  all  for  coming. 

[Whereupon,  at  12:40  p.m.,  the  hearing  was  recessed,  to  recon- 
vene at  9:30  a.m.,  on  Tuesday,  June  5,  1979.] 
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TUESDAY,  JUNE  5,  1979 

U.S.  Senate, 
Committee  on  Banking,  Housing,  and  Urban  Affairs, 

Subcommittee  on  Consumer  Affairs, 

Washington,  D.  C. 

The  subcommittee  met  at  10:10  a.m.  in  room  5302  of  the  Dirksen 
Senate  Office  Building;  Senator  Paul  E.  Tsongas  (chairman  of  the 
subcommittee)  presiding. 

Present:  Senators  Tsongas  and  Armstrong. 

Also  present:  Senator  Levin. 

Senator  Tsongas.  The  committee  will  come  to  order.  May  we 
have  some  order  so  we  may  begin.  We  are  pleased  that  the  Com- 
monwealth would  see  fit  to  have  you  come  down,  and  we  are  also,  I 
might  add,  pleased  that  Mr.  Armstrong  has  joined  us  this  morning. 

STATEMENT  OF  DWIGHT  GOLANN,  ASSISTANT  ATTORNEY  GEN- 
ERAL, ON  BEHALF  OF  FRANCIS  X.  BELLOTTI,  ATTORNEY 
GENERAL,  COMMONWEALTH  OF  MASSACHUSETTS 

Mr.  Golann.  I  am  Dwight  Golann.  I  am  an  assistant  attorney 
general  of  the  Commonwealth  of  Massachusetts.  I  am  presenting 
today  the  comments  of  Attorney  General  Bellotti  concerning 
Senate  bill  15. 

As  you  know  that  bill  would  bar  creditors  from  considering  geo- 
graphic area  in  deciding  whether  to  issue  credit  cards  to  individ- 
uals— the  practice  known  as  credit  redlining.  We  support  this  legis- 
lation, although  we  think  it  could  be  broadened.  Because  my  com- 
ments grow  out  of  our  experience  in  enforcing  existing  credit  dis- 
crimination laws,  let  me  start  by  describing  our  efforts. 

ZIP   CODE    REDLINING 

They  deal  with  a  wide  variety  of  practices.  For  example,  we 
understand  that  a  major  Boston  retail  store  considers  an  appli- 
cant's place  of  residence  in  evaluating  credit  card  applications.  We 
have  received  complaints  that  an  interstate  finance  company  re- 
fuses to  write  loans  to  residents  of  certain  neighborhoods.  In  1977 
we  received  an  odd  complaint  that  a  Boston  taxi  company  demand- 
ed advance  deposits  from  passengers  going  to  certain  areas  of  the 
city,  a  policy  which  amounted  to  a  refusal  by  the  company  in 
selective  instances  to  extend  credit  in  the  amount  of  the  fare.  That 
particular  practice  was  stopped  when  a  court  suit  was  brought  by 
our  State  antidiscrimination  agency. 

Our  primary  effort  concerns  ZIP  code  redlining  by  a  major  na- 
tional  oil   company.   Like  other  large  creditors,   it  uses  a  point- 
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scoring  system  to  evaluate  credit  card  applications.  As  the  commit- 
tee may  know,  such  a  system  grants  points  to  applicants  based  on 
characteristics  such  as  income,  occupation,  and  credit  references. 
Applicants  who  score  a  certain  number  of  points  receive  credit; 
others  are  rejected.  Our  concern  arises  because  this  company's 
system  rewards  or  penalizes  applicants  on  the  basis  of  where  they 
live.  Applicants  who  live  in  a  ZIP  code  area  where  other  customers, 
in  the  past,  haven't  paid  their  bills  lose  points  on  their  applica- 
tions, regardless  of  the  creditworthiness  which  might  be  indicated 
by  their  individual  credit  histories. 

Let  me  stop  at  this  point  to  thank  the  committee  and  Congress 
for  one  law  which  has  made  our  job  easier,  which  requires  creditors 
to  give  the  reasons  for  denial.  It  was  when  amendments  were 
passed  to,  I  believe,  the  Fair  Credit  Reporting  Act,  requiring  that 
reasons  for  denial  be  stated  upon  request  that  we  began  receiving 
complaints  from  people  who  got  letters  saying  credit  had  been 
refused  because  of  creditors'  experience  in  their  immediate  geo- 
graphic area. 

There  was  debate  about  the  law,  that  it  would  be  a  burden  to 
creditors.  It  has  made  our  enforcement  efforts  possible,  and  for 
that  I  thank  you. 

Our  analysis  following  the 

Senator  Tsongas.  I  might  say  that  none  of  the  three  of  us  were 
here  when  it  happened,  but  we  accept  your  thanks. 

Mr.  Golann.  I  hope  you  carry  on  the  tradition. 

Our  analysis  of  the  complaints  we  have  received  has  developed 
information  which  may  be  of  help  to  you  in  evaluating  this  legisla- 
tion. 

First,  the  penalty  for  living  in  the  wrong  ZIP  code  area  is  a  large 
one.  Now  we  know  this  from  the  fact  that  it  is  listed  as  a  major 
reason  for  credit  card  denial.  But  our  analysis  found  that  it 
amounts  to  one-third  of  the  points  necessary  to  win  credit  approv- 
al. 

Living  in  the  wrong  ZIP  code  area  is  in  some  systems  more 
important  than  whether  or  not  you  own  your  own  home  or  how 
long  you  have  lived  there.  It  may  be  more  important  than  occupa- 
tion. 

For  example,  a  Boston  lawyer — young  Boston  lawyer,  nominated 
to  be  a  judge  in  the  city's  black  community — in  one  system  might 
have  gotten  5  or  10  points  for  becoming  a  judge  but  would  have  lost 
10  or  20  points  for  moving  to  the  community  in  which  he  was  to 
sit.   Place  of  residence  is  not  a  trivial  factor  in  many  systems. 

A  second  finding  is  that  ZIP  code  redlining,  as  it  is  practiced  by 
the  companies  we  have  looked  at,  has  a  disproportionate  impact  on 
racial  minorities.  Overall,  in  one  particular  system,  a  black  resi- 
dent of  Massachusetts  is  twice  as  likely  as  a  white  resident  to  fall 
into  one  of  the  penalized  ZIP  code  areas.  Our  analysis  shows  that 
nearly  43  percent  of  Massachusetts  blacks,  but  only  about  21  per- 
cent of  its  whites,  live  in  these  penalized  areas. 

This  point  system  is  not  a  simple  award  or  penalty;  that  is,  in 
some  systems  there  may  be  several  categories.  You  may  be  some- 
what penalized  or  very  heavily  penalized.  Looking  at  the  very 
heavily  penalized  areas,  in  one  particular  system,  we  found  that 
blacks  were  six  to  seven  times  as  likely  as  whites  to  live  in  those 
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most  penalized  areas — to,  in  effect,  get  a  knockout  penalty  which 
made  it  very,  very  difficult  for  them  to  receive  credit. 

And  these  findings,  I  should  say,  are  based  on  a  comparison  of 
information  supplied  by  creditors  with  somewhat  refined  U.S. 
Census  Bureau  data. 

The  effect  of  this  redlining  is  to  stigmatize  entire  neighborhoods 
and  communities.  To  penalize  the  credit  applicant  simply  because 
he  or  she  comes  from  a  bad  ZIP  code  area  suggests  that  all  resi- 
dents of  certain  communities  will  not  pay  their  bills. 

Creditors  may  argue  that  ZIP  code  is  a  good  indicator  of  whether 
applicants  will  repay  their  debts.  We  don't  believe  that  to  be  true. 
We  think  the  ZIP  code  may  serve  as  an  approximation  for  certain 
individual  characteristics  such  as  income  or  debt  load,  but  there 
appears  to  be  no  reason  why  a  creditor  couldn't  score  those  charac- 
teristics directly,  and  more  accurately,  based  on  its  applications. 

For  some  reasons  which  I  won't  go  into  now,  if  you  are  going  to 
redline,  ZIP  code  seems  to  be  a  particularly  poor  way  to  do  it.  ZIP 
codes  were  not  designed  to  create  uniform  credit  classes. 

In  any  event,  we  don't  believe  that  creditors  should  be  allowed  to 
ignore  this  individual  information  in  favor  of  more  general  conclu- 
sions that  are  based  simply  on  address.  A  person  should  be  granted 
or  denied  credit  on  the  basis  of  his  or  her  own  credit  history — not 
that  of  his  or  her  neighbor. 

Under  existing  Massachusetts  and  Federal  laws,  the  Equal 
Credit  Opportunity  Act,  and  Regulation  B  of  the  Federal  Reserve 
Board,  a  point  scoring  system  is  presumed  to  be  illegal  if  it  has  a 
disproportionate  impact  on  racial  minorities,  and,  of  course  S.  15 
would  go  beyond  the  standard  to  bar  the  consideration  of  geograph- 
ic factors  altogether.  We  think  this  change  makes  sense  for  the 
following  reasons: 

First,  although  credit  redlining,  as  our  analysis  has  found,  has  a 
particularly  severe  impact  on  blacks,  it  harms  white  residents  par- 
ticularly of  older  ethnic  neighborhoods  as  well.  Because  credit  red- 
lining harms  all  residents,  whites  and  blacks  together,  there  is  no 
reason  to  require  plaintiffs  to  show  the  existence  of  a  dispropor- 
tionate  racial   impact   in   order  to  challenge   redlining   practices. 

Each  of  the  credit  redlining  practices  we  have  examined  appears 
to  have  racial  impact,  but  this  kind  of  impact  can  only  be  proved 
through  a  sophisticated  and  expensive  statistical  analysis,  running 
into  thousand  or  tens  of  thousands  of  dollars.  As  a  practical 
matter,  this  means  that  the  racial  impact  requirement  which  exists 
in  the  present  law  prevents  almost  anyone  but  a  government 
agency  or  perhaps  a  legal  services  center  from  bringing  legal  action 
to  halt  redlining  practices. 

REDLINING   NEEDED   FOR   SECURITY   OF   LOAN 

Where  a  loan  is  secured  by  collateral  such  as  a  real  estate 
mortgage,  it  is  argued  that  redlining  is  needed  to  protect  the  secu- 
rity for  the  loan,  that  is  the  loan  is  subject  to  neighborhood  condi- 
tions. I  don't  accept  that  argument,  but  I  think  we  can  agree  that 
it  doesn't  apply  in  the  case  of  unsecured  credit.  There  is  no  collat- 
eral which  needs  to  be  protected.  It  is  our  position  that  unless  a 
causal  connection  can  be  shown  between  an  individual's  place  of 
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residence  and  his  creditworthiness,  there  is  no  apparent  reason  to 
allow  redlining  in  the  granting  of  unsecured  consumer  credit. 

This  comment  implies  that  S.  15  should  be  broadened  to  apply  to 
all  applications  for  unsecured  consumer  credit,  not  merely  those 
which  involve  the  use  of  a  credit  card.  I  would  recommend  that  the 
language  of  the  bill  be  so  amended.  It  would  then  apply  to  inter- 
state finance  companies  as  well  as  to  someone  who  extends  credit 
through  a  credit  card. 

One  final  note:  Creditors  may  argue  that  the  adoption  of  this 
legislation  will  actually  harm  consumers  by  encouraging  lenders  to 
use  more  subtle  criteria,  such  as  occupation,  which  also  appears  to 
have  a  racial  impact,  or  switch  to  "seat  of  the  pants"  judgmental 
systems  in  which  discrimination  is  less  easy  to  detect,  or  to  grant 
less  credit  generally  because  they  are  deprived  of  one  tool  to  weed 
out  risks. 

These  arguments  have  been  raised  as  possibilities.  I  know  of  no 
firm  evidence  that  a  tougher  redlining  law  would  have  these  kinds 
of  adverse  results. 

On  the  other  hand,  our  investigation  indicates  no  doubt  as  to  the 
adverse  effects  of  the  current  credit  practices,  which  occur  under 
existing  law. 

For  these  reasons,  I  would  urge  the  committee  to  approve  the 
legislation. 

Thank  you. 

[Complete  statement  follows:] 
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CONSUMER  AFFAIRS  SUBCOMMITTEE 
COMMITTEE  ON  BANKING,  HOUSING 

AND  URBAN  AFFAIRS 
UNITED  STATES  SENATE 


Testimony  of  Attorney  General 

Francis  X.  Bellotti 
Commonwealth  of  Massachusetts 
Re:  Senate  Bill  No.  15 


I  appreciate  the  opportunity  to.conmient  on  Senate  15, 
which  would  bar  creditors  from  considering  geographic  area 
in  deciding  whether  to  issue  credit  cards  to  individuals  — 
the  practice  known  as  "credit  redlining".   I  support  this 
legislation,  although  I  think  it  could  be  broadened.   Because 
my  comments  grow  out  of  Massachusetts '  experience  in  enforcing 
existing  credit  discrimination  laws,  let  me  start  by  describ- 
ing our  efforts. 

My  office  has  received  a  number  of  complaints  of  geo- 
graphic discrimination  in  the  granting  of  unsecured  credit.   A 
major  Boston  retail  store,  for  example,  appears  to  consider  an 
applicant's  place  of  residence  in  evaluating  credit  card  applica- 
tions.  We  have  received  complaints  that  an  interstate  finance 
company  refuses  to  write  loans  to  residents  of  certain  neighborhoods. 
In  1977,  we  received  complaints  that  a  Boston  taxi  conpany  demanded 
advance  deposits  from  passengers  going  to  certain  areas  of  the 
city,  a  policy  which  amounted  to  a  refusal  by  zhe   company  in 
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selective  instances  to  extend  credit  in  the  amount  of  the  fare. 
This  policy  was  discontinued  after  a  court  suit  was  filed  by  our 
state  anti-discrimination  agency. 

Our  primary  effort  and  most  significant  findings  concern 
zip-code  redlining  by  a  major  national  oil  company.   Like  other 
large  creditors,  the  company  uses  a  point-scoring  system  to 
evaluate  credit  card  applications.   As  the  Committee  may  know, 
such  a  system  grants  points  to  applicants  based  on  characteristics 
such  as  income,  occupation,  and  credit  references.   Applicants 
who  score  a  certain  number  of  points  receive  credit;  others  are 
rejected.   Our  concern  arises  because  this  company's  system 
rewards  or  penalizes  applicants  on  the  basis  of  where  they  live. 
Those  applicants  who  live  in  a  zip  code  area  where  other  customers 
have  not  paid  bills  in  the  past  lose  points  from  their  applications, 
regardless  of  the  creditworthiness  indicated  by  their  individual 
credit  histories. 

Our  analysis  of  the  use  of  zip  code  redlining  has  developed 
the  following  information,  which  may  be  helpful  to  you  in  consid- 
ering pending  legislation. 

First,  the  penalty  in  this  system  for  living  within  the 
wrong  zip  code  area  is  a  large  one.   It  can  amount  to  almost  one- 
third  of  the  points  needed  to  win  credit  approval.   One's  zip 
code  counts  for  more  than  most  other  factors.   Clearly,  place  of 
residence  is  not  a  trivial  factor  in  this  system. 

A  second  finding  is  that  zip  code  redlining,  as  practiced 
by  this  company,  has  a  disproportionate  impact  on  racial  minorities. 
Overall,  a  black  resident  of  Massachusetts  is  twice  as  likely  as 
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a  white  person  to  fall  into  a  penalized  zip  code  area.   Our  analysis 
shows  that  nearly  43%  of  Massachusetts'  blacks,  but  only  about  21% 
of  its  whites,  live  in  disfavored  areas.   Blacks  are  six  times  as 
likely  as  whites  to  live  in  the  communities  most  heavily  penalized 
by  the  company.   Our  findings  are  based  on  a  comparison  of  informa- 
tion supplied  by  the  company  with  U.S.  Census  Bureau  data. 

The  effect  of  such  redlining  is  to  stigmatize  entire 
neighborhoods  and  communities.   To  penalize  a  credit  applicant 
simply  because  he  or  she  comes  from  a  "bad"  zip  code  area  suggests 
that  all  residents  of  certain  communities  will  not  pay  their  bills. 

Creditors  may  argue  that  zip  code  is  a  good  indicator  of 
whether  applicants  will  repay  their  debts.   I  do  not  believe  that 
this  is  true.   Zip  code  may  serve  as  an  approximation  for  important 
individual  characteristics  such  as  income  and  debt  load,  but  there 
is  no  reason  why  a  creditor  cannot  score  those  factors  directly, 
and  more  accurately,  from  its  applications.   Lenders  should  not  be 
permitted  to  ignore  personal  credit  characteristics  in  favor  of 
more  general  conclusions  based  solely  on  address.   A  person  should 
be  granted  or  denied  credit  on  the  basis  of  his  or  her  own  credit 
history,  not  that  of  neighbors. 

Under  existing  Massachusetts  and  federal  laws,  particu- 
larly the  Equal  Credit  Opportunity  Act  and  Regulation  B  of  the 
Federal  Reserve  Board,  a  point  scoring  system  is  prima  facie  illegal 
if  it  has  a  disproportionate  impact  on  racial  minorities. 
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Senate  15  would  go  beyond  this  standard  to  bar  the  con- 
sideration of  geographic  factors  altogether.   This  change  makes 
sense  for  the  following  reasons: 

(1)  Although  credit  redlining,  as  our  analysis  has 
found,  has  a  particularly  severe  impact  on  blacks, 
it  harms  white  residents  of  older  ethnic  neigh- 
borhoods as  well.   Since  credit  redlining  harms 
all  residents  of  such  neighborhoods,  there  is  no 
reason  to  require  plaintiffs  to  show  the  existence 
of  a  disproportionate  racial  impact  in  order  to 
challenge  redlining  practices. 

(2)  Each  of  the  credit  redlining  practices  examined 
by  this  Department  appears  to  have  racial  impact, 
but  such  impact  can  only  be  proved  through 
sophisticated  and  expensive  statistical  analysis. 
As  a  practical  matter,  the  "racial  impact" 
requirement  in  existing  law  prevents  almost 
anyone  but  a  government  agency  or  legal  services 
center  from  bringing  legal  action  to  halt 
redlining  practices. 

(3)  Where  a  loan  is  secured  by  collateral  such  as 
a  real  estate  mortgage,  it  is  often  said  that 
redlining  is  needed  to  protect  the  security  for 
the  loan.   While  I  do  not  accept  this  argument, 
certainly  no  such  argument  can  be  made  in  the 
case  of  unsecured  consumer  credit.   Unless  a 
causal  connection  can  be  shown  between  an  indivi- 
dual's place  of  residence  and  his  creditworthiness, 
there  is  no  apparent  reason  to  allow  redlining  in 
the  granting  of  unsecured  consumer  credit. 

My  last  comment  suggests  that  Senate  15  should  be 
broadened  to  apply  to  all  applications  for  unsecured  consumer  credit, 
not  merely  those  which  involve  the  use  of  a  credit  card.   I  would 
recommend  that  the  language  of  the  bill  be  so  amended. 

One  final  note:   Creditors  may  argue  that  the  adoption 
of  this  legislation  will  actually  harm  consumers  by  encouraging 
lenders  (a)  to  use  more  subtle  criteria,  such  as  occupation,  which 
also  have  racial  impact,  or  (b)  to  switch  to  "seat  of  the  pants" 
judgmental  systems  in  which  discrimination  is  less  easy  to  detect, 
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or  (c)  to  grant  less  credit  generally  because  they  are  deprived 
of  one  tool  to  weed  out  credit  risks.   Although  these  arguments 
have  been  raised  as  possibilities,  I  know  of  no  firm  evidence 
that  a  tougher  credit  redlining  law  would  have  such  adverse 
results.   There  is,  on  the  other  hand,  no  doubt  of  the  adverse 
effects  of  the  discriminatory  credit  practices  which  occur 
under  present  law. 

For  the  foregoing  reasons,  I  urge  the  Committee  to 
approve  this  legislation. 


Date:  June  4,  19  7  9 
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Senator  Tsongas.  Thank  you.  Let  me  say  to  start  off  with  that 
your  office  has  an  impressive  record  in  terms  of  consumer  affairs, 
and  I  am  pleased  that  it  happens  to  be  the  State  I  represent.  I 
think  you  know  me  well  enough  that  I  wouldn't  say  that,  if  I  didn't 
believe  it. 

My  major  concern  in  this  issue  is  the  impact  on  cities.  This  may 
be  a  parochial  view,  but  I  think  Boston  is  as  good  an  example  as 
any  city  in  the  country  that  appears  to  be  coming  back,  and  we  are 
enthusiastic  about  it. 

And  to  have  policies  in  effect  that,  in  essence,  move  counter  to 
that  change,  I  think,  is  unfortunate.  And  that  is  the  major  reason 
that  I  am  involved  with  this. 

Has  your  office  done  any  thinking  as  to — or  have  you  received 
feedback  as  to  what  impact  this  has  on  the  whole  revitalization  of 
cities? 

Mr.  Golann.  There  is  one  interesting  finding  which  I  had  not 
initially  focused  on  because  it  didn't  have  any  relevance  under 
present  law,  but  it  does  have  relevance  to  your  comment.  And  that 
is,  when  we  look  at  just  the  Boston  metropolitan  area,  as  one 
example  of  an  urban  area,  it  seems  that  the  differences  between 
blacks  and  whites  are  not  quite  as  great.  That  is,  blacks  might  be 
seven  times  as  likely  overall  to  fall  in  that  most  penalized  ZIP  code 
class,  but  they  are  only  four  times  as  likely  if  you  look  just  at  the 
Boston  area. 

Now  that  can  be  for  two  reasons,  either  because  blacks  are 
treated  better  in  the  Boston  area  or  whites  are  treated  worse. 
When  you  look  at  the  data,  it  appears  that  blacks  fall  into  the  most 
disfavored  class  in  about  the  same  percentage  in  Boston  as  they  do 
statewide,  but  that  whites  in  the  metropolitan  Boston  area  are 
significantly  more  likely  to  be  hurt  by  this  redlining  practice.  And 
so,  the  disparity  is  somewhat  less. 

INDUSTRIAL   AREAS    AND    ETHNIC   COMMUNITIES    HURT 

This  suggests  that  cities  such  as  Hyde  Park,  Somerville,  and  so 
on  in  Massachusetts — the  older  industrial  areas  and  ethnic  commu- 
nities— are  hurt  by  the  practice.  And  it  certainly  has  an  effect  on 
the  willingness  of  people  to  live  in  them. 

Senator  Tsongas.  I  happen  to  agree.  I  am  pleased  that  your 
answer  reflected  what  I  think  is  a  consensus,  at  least  in  one  State. 

There  has  been  testimony  here  earlier  that  the  issue  of  geogra- 
phy and  ZIP  code  did  not  determine  one's  rejection.  We  had  a  long, 
convoluted  exchange  yesterday  in  which  one  of  the  witnesses  said, 
"Yes,  it  is  true;  geography  can  have  an  impact,"  but  suggested  all 
kinds  of  factors  that  came  into  play  which  end,  in  a  practical  sense, 
in  a  situation  in  which  geography  is  not  the  determinant  of  one's 
rejection,  which  I  still  don't  understand,  even  after  dreaming  about 
it  for  8  hours. 

But  can  you  go  into  the  Roxbury  judge  case?  I  think  that  illus- 
trates what  we  are  talking  about,  and  why  the  testimony  yesterday 
seems  strange. 

Mr.  Golann.  I  can  say  that  it  depends  on  the  system,  and  the 
particular  creditor  who  described  the  system  may  have  a  particular 
system  that  works  that  way— where  geography  isn't  all  that  impor- 
tant. 
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In  the  systems  we  have  looked  at,  it  is  again  a  little  different 
from  the  preconception  we  have  had.  Rather  than  start  out  with 
zero  and  get  various  points  until  you  reach  some  magic  number 
and  you  get  credit,  the  systems  we  have  looked  at  seem  to  start  you 
pretty  close  to  what  you  need  to  get  credit.  That  is,  if  you  need  70 
points  to  pass,  they  will  start  you  off  with  50  points.  At  that  point, 
you  are  a  little  bit  like  a  football  team  close  to  the  goal  line.  It  is 
much  more  important  not  to  get  a  major  penalty  than  it  is  to  get  a 
lot  of  forward  points.  That  seems  to  be  the  way  the  system  works, 
and  that  is  why  ZIP  code  or  other  types  of  geographic  redlining  can 
be  important,  because  it  will  take  someone  who  has  their  50  points, 
knock  them  back  to  30  points  in  one  fell  swoop.  It  is  then  very 
difficult  on  the  basis  of  other  factors  to  pile  up  enough  points  to  get 
back  up  into  contention. 

It  is  not  necessarily  a  knockout  punch,  but,  as  an  example,  the 
lawyer  from  Cambridge  nominated  to  a  position  in  the  black  area 
of  Boston — what  he  would  lose  by  moving  into  that  black  area  in 
terms  of  points  would  much  outweigh  what  he  would  gain  by 
becoming  a  judge,  or  almost  any  occupation  except  a  sergeant  in 
the  Army — they  are  particularly  good  credit  risks  and  get  a  lot  of 
points.  It  really  does  affect  it. 

It  affects  one's  score  more  than  owning  a  car  in  some  instances. 
It  affects  it  more  than  a  home  telephone,  how  long  you  live  in  the 
area,  or  even  whether  you  own  a  home,  in  some  instances. 

Senator  Armstrong.  Mr.  Chairman,  I  join  you  in  expressing 
interest  in  the  testimony  of  the  Attorney  General  of  Massachu- 
setts. We  appreciate  your  coming. 

I  am  not  too  familiar  with  credit  practices  in  your  State,  but  I 
would  be  interested  to  know  if  you  could  tell  us  anything  about,  in 
general,  how  many  consumer  credit  cards  are  circulating  in  the 
State  of  Massachusetts?  How  many  different  companies  are  there 
that  do  that? 

Mr.  Golann.  In  terms  of  numbers  of  companies,  it  appears  to  be 
very  widespread.  Department  stores — many  department  stores,  not 
just  a  couple.  There  are  the  BankAmericard,  Master  Charge,  oil 
companies.  We  have  received  complaints  about  department  stores 
based  in  other  States.  People  seem  to  want  to  have  accounts  with  a 
store  in  Chicago  and  what  have  you  and  run  into  the  same  prob- 
lem. So  there  are  quite  a  number  of  creditors,  and  there  are  also 
the  kinds  of  creditors  who  don't  use  a  credit  card,  such  as  inter- 
state finance  companies. 

Senator  Armstrong.  Are  there  a  dozen  companies? 

Mr.  Golann.  At  least  a  dozen,  and  I  would  suspect  several  dozen. 
In  terms  of  number  of  cards,  I  don't  know,  because  the  companies 
haven't  told  us.  We  have  asked  them  in  terms,  particularly — we 
have  been  trying  to  get  a  sense  of  how  many  applications  are 
made,  how  many  are  approved  from  various  areas,  and  so  on.  The 
ones  we  have  talked  to  don't  seem  to  have  that  information  readily 
at  hand,  and  we  haven't  yet  gotten  that  data. 

Senator  Armstrong.  Is  it  a  pretty  competitive  business?  Is  that 
your  impression? 

Mr.  Golann.  They  say  it  is  competitive.  I  haven't  seen  the  profit 
and  loss  figures.  They  say  it  makes  a  difference  to  fine-tune  one's 
credit  system,  so  I  presume  there  is  a  feeling  that  it  is  competitive. 
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Senator  Armstrong.  I  wasn't  really  referring  to  their  operating 
results  so  much  as  the  question  of  whether  or  not  they  give  the 
appearance  of  being  eager  to  extend  credit.  In  my  State,  it  seems 
like  really  the  problem  is  not  so  much  that  they  are  trying  to 
prevent  people  from  obtaining  credit  cards,  but  that  they  are 
trying  to  force  them  on  people. 

Mr.  Golann.  There  is  an  interesting  anecdote  in  our  investiga- 
tion. I  decided  to  apply  for  a  credit  card  from  one  of  the  creditors 
to  see  what  would  happen.  And,  as  to  me,  the  story  is  that  I  got  an 
invitation  to  join  their  exclusive  motor  club.  I  got  a  very  favorable 
offer  on  life  insurance.  Five  months  have  passed,  and  I  still  don't 
have  a  credit  card.  I  haven't  been  denied,  but  it's  being  considered, 
I  guess.  In  the  meantime,  my  student  assistant  who  is  at  Brandeis 
University,  a  junior,  came  in  one  day  announcing  that  he  had  been 
offered  a  credit  card  by  this  company.  He  and  all  of  his  roommates, 
in  a  mass  mailing.  So  I  guess  it  depends  a  little  bit  on  who  you  are. 
[Laughter.] 

Senator  Armstrong.  Let  me  pin  it  down.  In  my  State,  several  of 
the  banks  offer  Visa,  Master  Charge,  and  so  on,  and,  in  general,  it 
seems  like  they  are  widely  advertised  on  television,  radio,  and  in 
the  newspaper.  And  it  would  seem  like  they  are  really  pushing  it, 
trying  to  find  every  creditworthy  person,  and  even,  it  would  seem 
to  me,  marginal  credit  standing  of  some,  and  get  them  interested  in 
the  idea  of  carrying  the  card  with  clout  or  carrying  the  magic  key 
to  all  of  the  stores.  They  make  a  point  of  advertising  how  many 
different  establishments  honor  these  credit  cards  and  buy  now  and 
pay  later  and  fly  now  and  take  a  vacation  and  pay  next  year.  "We 
finance  later."  My  general  impression  is  somewhat  contrary  to  the 
theory  of  this  bill,  and  I  just  wondered  if  in  Massachusetts  there 
appears  to  be  a  shortage  of  these  cards  or  was  there  a  reluctance  to 
issue  them? 

Mr.  Golann.  In  certain  areas  they  are  pretty  heavily  pushed.  If 
you  are  a  student  at  Brandeis,  it  appears  you  almost  can't  help  but 
get  one.  If  you  live  in  other  areas,  you  can  apply  and  your  chances 
are  pretty  poor.  The  marketing  is  general  in  the  sense  that  I  have 
seen,  advertisements  on  TV,  for  credit  cards  and  so  on.  The  grant- 
ing of  them  seems  to  vary  quite  a  bit. 

Senator  Armstrong.  Let  me  approach  the  experience  of  the  Mas- 
sachusetts credit  experience  from  a  different  perspective.  You  say 
you  don't  know  precisely  how  many  credit  cards  there  are  in  the 
State  of  Massachusetts  in  the  hands  of  consumers.  Do  you  have 
any  estimate  at  all? 

Mr.  Golann.  No. 

Senator  Armstrong.  Several  hundred  thousand? 

Mr.  Golann.  I  would  have  to  speak  as  a  consumer  and  not  as  an 
enforcer.  That  is  not  part  of  the  enforcement  effort. 

Senator  Armstrong.  Just  what  you  said  brings  me  to  a  point 
that  interests  me,  and  I  hope  you  will  understand  the  reason  I  ask 
it.  In  your  testimony,  which,  I  take  it,  is  really  the  prepared 
testimony  of  the  attorney  general  that  you  are  representing 
here 

Mr.  Golann.  Yes. 
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GOOD    INDICATOR   OF    REPAYMENTS 


Senator  Armstrong.  You  mention  that  creditors  may  argue  that 
ZIP  code  is  a  good  indicator  of  whether  applicants  will  repay  their 
debts.  In  fact,  have  you  consulted  with  creditors  and  do  they  say 
that  is  a  good  way  for  them  to  make  a  credit  decision?  Have  some 
of  them  told  you  that? 

Mr.  Golann.  They  have  told  us  that.  When  we  have  asked  them 
for  the  statistical  results,  we  haven't  gotten  them.  So  that  I  can't 
say  that  I  have  seen  the  statistics  which  back  up  the  general 
statement  which  I  have  seen  from  a  number  of  creditors. 

Senator  Armstrong.  In  the  testimony  you  stated  that,  "I  do  not 
believe  that  to  be  true,"  and  you  go  on  to  say  that  it  seemed  to  you 
that  it  was  a  poor  way  to  allocate  credit  or  to  make  credit  deci- 
sions— to  base  it  on  ZIP  codes.  So  I  guess  the  question  that  jumps 
into  my  mind  is  this,  and  it  is  the  same  question  I  would  ask  some 
loan  officer  if  he  came  in  and  testified  on  a  point  of  law.  What  is 
the  basis  of  that?  Do  you  have  the  background  and  the  expertise  to 
make  an  informed  judgment  on  that?  Or  is  it  just  a  general  impres- 
sion? 

Mr.  Golann.  For  example,  we  can  start  by  asking  what  is  the 
causal  connection  between  where  you  live  and  your  likelihood  to 
repay  debt.  The  only  reason  that  can  occur  to  us,  and  we  have 
thought  hard  about  it,  is  that  there  may  be  some  assumption  that 
certain  ethnic  communities  just  don't  have  the  same  attitude 
toward  repaying  debts  to  large  corporations.  That  is  one  possibility. 
It  is  the  only  one  that  occurs  to  us  other  than 

Senator  Armstrong.  Have  you  asked  credit  card  companies  that 
question? 

Mr.  Golann.  Why  does  it  work? 

Senator  Armstrong.  Or  whether  or  not  this  assumption  that 
occurs  to  you,  whether  or  not  it  is  valid.  Have  you  put  that  to 
them? 

Mr.  Golann.  In  a  private  way.  And  I  can't  say  that  I  have  gotten 
an  answer  that  I  can  share  with  the  committee.  I  don't  have  the 
figures,  and  they  might  well  say  that  they  don't  really  care  why  it 
works  as  long  as  it  works.  That  is,  they  don't  care  if  there  is  a 
causal  connection.  If  they  found  that  it  correlated  with  the  number 
of  craters  on  the  moon,  they  would  use  that.  One  might  in  fact 
have  doubts  that  it  correlated,  or  think  that  the  craters  on  the 
moon  were  masking  for  something  else. 

Senator  Armstrong.  If  it  is  competitive,  and  I  don't  mean  to 
interrupt  your  point,  if  it  is  a  competitive  business  and  they  are 
eager  to  extend  credit,  there  would  be  at  least  a  presumption  that 
they  wouldn't  arbitrarily  cut  themselves  off  from  a  productive 
source  of  business,  don't  you  think,  or  not? 

Mr.  Golann.  There  is  that  presumption,  but  whether  in  fact 
that's  what  happens,  I  don't  know. 

Senator  Armstrong.  You  were  making  a  point  that  I  interrupt- 
ed. Would  you  pick  that  up? 

Mr.  Golann.  Yes.  One  thing  we  can  do  in  the  case  of  ZIP  code  is 
look  at  ZIP  code  areas  and  ask,  "If  you  were  setting  out  to  careful- 
ly define  credit  classes,  would  you  use  ZIP  code  areas  and  what  are 
the  problems?"  What  we  found  is  that  ZIP  code  areas  originated  in 
the  draft  in  World  War  II  when  they  couldn't  find  enough  people 
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to  deliver  and  sort  the  mail  and  had  to  create  a  simpler  system  for 
all  of  the  new  people  replacing  the  draftees. 

And  they  created  zone  systems  which  were  built  around  the 
existing  sites  of  post  offices  and  mail  delivery  routes.  That  makes 
sense  for  delivering  the  mail  but  doesn't  offer  you  any  guarantee 
that  you  have  a  contiguous  credit  class. 

Senator  Armstrong.  I  am  inclined  to  agree  with  that,  but  I  don't 
feel  that  I  have  much  basis  on  which  to  base  such  a  judgment.  And 
I  am  going  to  guess  if  there  are  a  dozen  or  20  or  30  or  several 
dozen,  as  you  testified,  companies  competing  in  the  business  of 
extending  credit,  they  probably  make  a  pretty  careful  decision 
about  it.  And  my  impression,  based  on  experience  in  Colorado 
where  I  am  from,  is  that  they  are  eager  to  get  those  cards  out  and 
eager  to  get  people  who  hold  cards  to  use  them. 

Let  me  turn  to  something  where,  I  believe,  you  really  do  have 
some  expertise  that  I  would  like  to  pursue.  You  mentioned  it  is 
your  opinion,  as  a  matter  of  law,  that  the  present  practice  of  credit 
redlining,  as  it  has  been  termed,  may  well  violate  existing  provi- 
sions of  the  law,  but  it  would  be  expensive  to  bring  such  a  suit  or 
to  do  the  statistical  analysis  necessary  to  prove  the  case.  Could  you 
give  us  an  estimate  of  the  cost  of  prosecuting  such  a  suit? 

Mr.  Golann.  In  the  tens  of  thousands  of  dollars.  Some  of  the  cost 
could  be  limited.  If  you  had  a  statistician  on  your  staff,  as  the  FTC 
obviously  does  and  we  have  to  some  extent,  you  could  use  your  in- 
house  statistician.  If  you  for  one  reason  or  another  have  access  to  a 
banking  commission  that  has  gotten  ZIP  code  data  on  racial  compo- 
sition, you  can  borrow  that  and  save  going  to  the  U.S.  Census 
Bureau  for  it,  or  using  a  private  consulting  firm  to  do  your  estimat- 
ing for  you. 

Senator  Armstrong.  It  is  your  opinion  as  a  matter  of  law  that 
the  result  of  such  a  suit  would  be,  in  effect,  to  accomplish  what  this 
bill  seeks  to  accomplish. 

Mr.  Golann.  I  can't  say  that  the  result — what  it  would  be.  No 
suit  has  been  seriously  brought,  so  it  is  untested  ground.  The  result 
would  not  be — the  result  of  any  one  lawsuit  would  not  be  what  this 
bill  would  try  to  do.  That  is,  these  lawsuits  are  like  street-by-street 
fighting.  You  go  after  one  company,  you  go  on  to  the  next  compa- 
ny, and  the  third  company,  and  for  each  one  you  have  to  make  the 
same  proof  and  the  same  preparation. 

Senator  Armstrong.  It  might  take  a  line  of  cases. 

Mr.  Golann.  If  you  did  seven  in  a  row,  the  eighth  could  state 
that  its  system  doesn't  discriminate — you  are  starting  to  talk  about 
a  substantial  amount  of  money  for  each  company. 

Senator  Armstrong.  It  might  be  several  hundred  thousand  dol- 
lars, or  more  than  that. 

Mr.  Golann.  It  depends  on  how  many  companies.  If  you  start 
multiplying  by  the  number  of  companies  issuing  cards,  it  can  be 
very  expensive,  and  there  are  not  that  many  people  equipped  to  do 
that. 

Senator  Armstrong.  Have  you  talked  to  the  companies  about 
whether  or  not  they  have  incurred  any  administrative  expense 
under  the  bill  as  it  is  proposed?  If  so,  I  am  wondering  how  that 
compares  with  the  cost  of  lawsuits? 


275 

Senator  Tsongas.  We  will  have  the  companies  testifying  next. 
Maybe  they  can  answer. 

Mr.  Golann.  I  don't  think  that  to  eliminate  this  one  factor  in 
and  of  itself  would  be  very  expensive.  That  is  a  matter  of  a  short 
computer  program.  But  the  administrative  cost  of  extending  credit 
is  different. 

Senator  Armstrong.  Could  I  ask  one  more  question?  Does  the 
State  of  Massachusetts  have  a  State  law  along  the  lines  that  are 
proposed  in  this  bill? 

REGULATION    B    IN    MASSACHUSETTS 

Mr.  Golann.  It  has  what  could  be  called  a  baby  regulation  B, 
one  that  tracks  regulation  B  in  some  respects,  although  when  one 
is  dealing  with  interstate  corporations,  there  are  exemptions  and 
there  can  be  quite  a  battle. 

Senator  Armstrong.  What  I  was  getting  at  is  whether  there  is  a 
Massachusetts  statute  that  prohibits  discrimination  in  the  granting 
of  credit  based  on  geographic  factors? 

Mr.  Golann.  Only  mortgage  credit  and  not  absolutely. 

Senator  Armstrong.  Could  the  State  of  Massachusetts  enact 
such  a  statute? 

Mr.  Golann.  I  suppose,  but  I  haven't  thought  about  the  question 
of  jurisdiction.  If  you  are  asking  about  political,  well,  that  is  a 
different  question,  but  in  terms  of  jurisdiction,  there  would  be  some 
questions  about  regulating  interstate  corporations.  There  might  be 
a  problem. 

Senator  Armstrong.  I  would  guess  there  wouldn't,  because  my 
impression  is  that  the  State  of  Massachusetts  undertakes  to  regu- 
late interstate  corporations  in  a  lot  of  other  respects. 

And  that  leads  me  to  my  final  question  which  is  this.  I  take  it 
you  have  not— the  office  of  the  Massachusetts  Attorney  General 
has  not,  to  date  at  least,  recommended  to  the  legislature  of  Massa- 
chusetts the  passage  of  such  legislation.  But  let  me  throw  this  at 
you,  and  maybe  you  haven't  thought  about  it.  If  you  would  like  to 
take  some  time  to  reflect  on  it  and  answer  at  another  time,  that 
would  be  fine.  In  the  event  for  any  reason  Congress  could  not 
undertake  to  adopt  a  statute  like  this,  would  the  Attorney  Gener- 
al's office  of  Massachusetts,  at  that  point,  recommend  such  legisla- 
tion to  the  State  of  Massachusetts? 

The  reason  I  raise  that  question  is  this.  It  does  seem  to  me  there 
has  been  some  value  in  the  past  in  seeing  the  experience  of  individ- 
ual States  before  the  adoption  of  a  national  statute.  Would  that  be 
something  that  Massachusetts  might  be  disposed  to  do? 

Mr.  Golann.  I  can't  answer  for  the  legislature  and  the  Governor 
of  Massachusetts. 

Senator  Armstrong.  I  am  asking  if  the  attorney  general's 
office — since  you  recommended  to  Congress  that  we  pass  such  a 
statute,  if  Congress  doesn't,  would  you  have  any  willingness  to 
recommend  that  it  be  implemented  in  Massachusetts? 

Mr.  Golann.  That  is  not  a  route  we  have  yet  considered.  We 
have  been  going  under  the  presumption  that  we  have  been  dealing 
with  regulation  B  and  the  issue  was  racial  impact  and  so  on.  It 
simply  hasn't  been  a  possibility. 
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Senator  Armstrong.  I  would  hope  that  you  would  give  it  some 
thought.  Then  let  us  know  at  another  time  after  you  have  had  a 
chance  to  reflect  on  it. 

Mr.  Golann.  Thank  you. 

Senator  Armstrong.  Thank  you,  Mister  Chairman. 

Senator  Tsongas.  Let  me  just  point  out  to  the  Senator  that,  and 
I  think  there  was  a  copy  sent  to  you,  one  of  the  major  credit  card 
companies  has  a  State  residence  formula. 

For  example,  if  you  happen  to  live  in  Iowa,  you  get  over  seven 
points  for  the  wisdom  of  locating  in  that  State.  If  you  live  in 
Massachusetts,  you  get  two  points.  And  it  goes  on  and  on.  If  you 
happen  to  come  from  Colorado,  however,  you  lose  over  three  points. 

Now  one  could  argue  that  made  sense  and  may  be  rational  or 
irrational 

Senator  Armstrong.  We  are  compensated  for  living  in  Colorado 
in  many  other  ways.  [Laughter.] 

Senator  Tsongas.  That  is  the  last  lime  I  will  comment  on  Colora- 
do. [Laughter.] 

Senator  Levin.  We  object  to  statewide  ratings  that  discriminate. 

Senator  Tsongas.  You  lose  a  point  and  a  half.  It  may  be  because 
of  the  senatorial  delegation. 

Senator  Levin.  The  first  question  I  was  going  to  ask  had  to  do 
with  discrimination  relative  to  States.  We  have  talked  about  ZIP 
codes.  Are  you  familiar  with  systems  which  rate  by  State  or  by 
region? 

Mr.  Golann.  I  have  seen  systems  that  rate  by  State,  and  they  do 
it.  They  do  it  much  as  Senator  Tsongas  just  pointed  out. 

Senator  Levin.  Are  you  familiar  with  how  various  States  come 
out  in  the  rating  system? 

Mr.  Golann.  I  have  seen  how  they  come  out  in  some  systems, 
and  in  the  systems  I  have  looked  at,  Massachusetts,  for  example,  is 
not  the  worst,  and  it  is  not  the  best.  That  is  the  way  it  is.  It  doesn't 
particularly  please  us.  I'm  not  sure  that  it  raises  the  same  kinds  of 
concern  as  were  reflected  in  my  statement  about  community  red- 
lining, in  the  sense  that  it  doesn't  directly — it  could  affect  blacks, 
but  not  as  pointedly,  and  it  doesn't  affect  urban  areas  as  pointedly. 

Senator  Levin.  The  State  as  a  whole  as  far  as  you  know  is  not 
hurt,  is  not  penalized?  When  we  looked  at  States  and  the  rating 
systems  within  the  State  of  Massachusetts,  your  analysis  of  ZIP 
codes  showed  that  some  parts  of  the  State  are  hurt  more  than 
other  parts? 

Mr.  Golann.  That  is  clear. 

Senator  Levin.  What  parts  of  the  State  are  hurt  by  this  ZIP  code 
analysis? 

Mr.  Golann.  Particularly  innercity  communities,  and  to  a  lesser 
extent,  ethnic  communities  which  are  not  inner  city  but  are  in 
metropolitan  areas. 

Senator  Levin.  Is  it  fair  to  say  that  the  burden  would  be  felt 
more  not  only  by  black  neighborhoods  but  also  by  older  or  ethnic 
white  neighborhoods? 

Mr.  Golann.  Clearly  so.  Clearly  so.  And  they  are  hurt  more  than 
their  white  neighbors  who  live  20  miles  farther  out. 
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Senator  Levin.  So  the  effects  test  of  the  existing  law  would  not 
help  the  ethnic  neighborhoods  which  carry  the  burdens  presently 
along  with  minorities? 

Mr.  Golann.  In  theory  the  effects  test  might  be  so  applied.  One 
thing  that  occurred  to  me  when  I  looked  at  a  couple  of  the  systems 
and  at  particular  ZIP  code  areas  was  that  one  might  make  out  a 
case  for  Irishmen  or  whatever,  and  that  would  be  an  impact  that 
one  might  have  to  look  at.  The  effect  did  not  seem  as  serious,  and 
given  the  particular  problems  of  race  in  our  society  and  the  court 
decisions,  we  felt  particularly  as  a  first  case,  race  was  a  much 
clearer  one. 

Senator  Levin.  What  ZIP  code  system  did  you  actually  look  at 
which  were  the  bases  for  your  analysis?  Which  companies  or  which 
particular  ZIP  code  systems?  Are  you  free  to  tell  us? 

Mr.  Golann.  I  don't  know  I  can  say  that,  because  it  was  supplied 
to  us  on  the  understanding  that  we  wouldn't  release  it,  except  in 
the  case  of  litigation. 

STATISTICAL  CORRELATION   QUESTION 

Senator  Levin.  Senator  Armstrong  has  pointed  out  that  there  is 
presumably  some  statistical  correlation  between  geographic  loca- 
tion and  whether  people  pay  their  bills  or  whatever.  Do  you  have 
any  doubt  in  your  mind  that  there  is  statistical  correlation  between 
location?  Do  you  have  any  doubt  as  to  whether  there  is  a  statistical 
correlation  between  religion  that  a  computer  might  determine? 
One  religion  may  pay  their  bill  on  an  average  in  30  days  and 
another  in  35  days? 

Mr.  Golann.  I  haven't  thought  of  that  one,  and  I  just  don't 
know.  I  don't  know  whether  that  is  true  in  1979,  and  I  don't  know 
which  religions. 

Senator  Levin.  I  wouldn't  suggest  which  ones,  or  which.  [Laugh- 
ter.] 

Let's  assume  for  a  moment  that  there  is  a  statistical  correlation 
between  religion  or  sex  and  there  clearly  is  a  statistical  correlation 
between  sex  and  the  payment  of  bills  to  credit  companies.  Those 
correlations  have  been   made,  and  witnesses  will  go  into  them. 

Mr.  Golann.  Yes. 

Senator  Levin.  Yet  we  decided  to  prohibit  the  use  of  that  correla- 
tion anyway,  because  we  decided  that  the  use  of  sex,  even  though 
there  is  a  statistical  correlation  between  sex  and  the  way  one  pays 
one's  bills  statistically,  it  has  no  causal  connection.  And  we  say  it  is 
antisocial  and  we  won't  allow  it,  even  though  it  has  predictive 
value  in  and  of  itself.  Would  you  agree  with  that  analysis? 

Mr.  Golann.  I  would  agree  with  that. 

Senator  Levin.  We  have  also  disallowed  it  at  a  Federal  level 
based  on  race. 

Mr.  Golann.  Yes. 

Senator  Levin.  And  based  on  age? 

Mr.  Golann.  There  are  restrictions  on  the  use  of  age.  It  is  not 
the  same  as  race. 

Senator  Levin.  And  the  prohibitions  in  the  Equal  Credit  Oppor- 
tunity Act  that  exist  at  the  Federal  level,  even  though  they  might 
be  able  to  be  prohibited  at  the  State  level,  is  that  not  true? 
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Mr.  Golann.  Yes,  there  is  the  Federal  act,  and  a  State  can  enact 
stricter  legislation. 

Senator  Levin.  In  your  case? 

Mr.  Golann.  Yes,  but  it  has  to  be  fairly  well  tailored  to  the 
Federal  law  in  practice,  and  it  has  been. 

Senator  Levin.  Do  you  know  of  States  that  don't  have  an  equal 
credit  opportunity  act? 

Mr.  Golann.  I  don't  know  that. 

Senator  Levin.  You  don't  know  the  numbers? 

Mr.  Golann.  I  don't  know. 

Senator  Levin.  What  is  the  effect  of  giving  lower  points  to  cer- 
tain neighborhoods,  ZIP  codes?  What  is  the  actual  effect,  socially, 
when  we  do  that? 

Mr.  Golann.  It  seems  to  me  that  the  extent — there  is  the  actual 
effect  and  there  is  the  psychological  effect — that  the  actual  effect  is 
that  people  find  it  harder  to  lead  their  lives.  The  complaint  that 
came  in  to  us  was  that  an  IRS  clerk  who  lived  in  central  Boston 
was  taking  his  kids  to  the  beach.  His  car  broke  down  because  of  a 
broken  water  hose.  He  tried  to  take  it  into  a  gas  station  and  have 
it  fixed  and  they  accept  cash  or  a  credit  card.  They  wouldn't  accept 
a  check. 

He  didn't  have  enough  cash.  It  was  fixed  with  a  piece  of  tape  and 
promptly  broke  down  again.  After  that  experience,  he  decided  he 
needed  a  credit  card. 

He  tried  to  get  one,  and  he  applied  to  companies  for  it.  He  got  it 
from  a  couple  of  companies,  but  another  company  said:  "No,  we  are 
not  able  to  extend  you  credit.  The  reason  is  our  credit  experience 
in  your  immediate  geographic  area." 

Now,  to  him,  having  had  a  credit  card  made  a  difference,  and, 
along  with  other  things,  not  as  the  deciding  factor,  it  might  make  a 
difference  whether  he,  as  a  relatively  successful  resident  in  an 
older  neighborhood — the  message  was  that  the  neighborhood  was 
not  considered  highly,  and  if  you  moved  elsewhere  and  had  a  better 
class  of  neighbor,  you  would  fare  better  with  us. 

Senator  Levin.  And  with  other  factors,  tended  to  move  people 
out  of  older  neighborhoods.  What  is  the  effect  of  that,  from  your 
experience  in  Boston? 

Mr.  Golann.  It  is  unfortunate.  It  makes  it  difficult  to  make 
those  neighborhoods  stable.  It  makes  it  more  likely  that  there  will 
be  continuing  decline  of  the  neighborhoods  and  that  there  will  be 
less  buying. 

We  have  had  supermarkets  very  recently  moving  out  of  old 
business  centers,  and  that  in  turn  causes  difficulties  for  those 
centers.  Bank  branches  move  out  and  the  whole  neighborhood  goes 
downhill  in  a  number  of  ways. 

Senator  Tsongas.  I  don't  want  to  put  this  into  the  record  in  its 
entirety,  but  one  of  the  credit  scoring  systems  that  is  operative 
deducts  17  points  from  a  Massachusetts  resident  who  happens  to 
live  in  certain  sections  of  the  South  End  of  Roxbury,  Fields  Corner, 
Codman  Square,  Hyde  Park,  Brookline,  and  Kenmore  Square, 
which  is  by  definition,  the  areas  we  are  concerned  about.  You  lose 
8  points  if  you  happen  to  come  from  certain  areas  in  Framingham. 
And  if  you  know  Framingham,  it  is  intriguing.  Salem,  certainly  not 
one  of  the  most  unattractive  communities  in  the  State,  the  West 
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End,  two  ZIP  code  areas  in  the  Back  Bay,  East  Boston,  Harvard 
Square,  Central  Square,  North  Cambridge,  Union  Square,  Wal- 
tham,  Quincy,  Duxbury,  and  parts  of  Brockton. 

There  are  no  ZIP  codes  in  Massachusetts  where  you  get  substan- 
tial credits.  There  are  413  in  the  country  where  you  do.  None  of 
them  happen  to  be  in  the  State  of  Massachusetts. 

Mr.  Golann.  I  don't  know  how  that  system  works.  I  know  that 
there  are  sometimes  bizarre  results,  sort  of  a  checkerboard  pattern. 
Although  the  statistical  effect  is  clear,  some  odd  communities 
either  don't  get  hit  or  do  get  hit.  You  wouldn't  expect  it.  And 
sometimes  it  seems  that  the  companies  use  a  relatively  small 
number  of  delinquent  accounts,  smaller  than  what  a  statistician 
would  say  was  needed  for  predictiveness,  before  they,  in  effect, 
blackball  an  area. 

We  were  surprised  by  how  small  the  number  of  accounts  that 
were  needed  in  some  systems  to  start  losing  points. 

Senator  Tsongas.  Of  the  36,000  ZIP  codes  referred  to  in  the 
system,  755  are  penalized,  which  is  really  a  very  small  number, 
and  413  are  given  credits.  It  seems  to  me  the  elimination  of  the 
system  is  not  going  to  have  that  great  of  an  impact. 

Mr.  Golann.  With  those  kinds  of  numbers,  probably  not. 

Senator  Tsongas.  2.1  percent. 

We  appreciate  your  coming. 

Senator  Armstrong.  I  know  that  we  don't  want  to  delay.  But 
there  are  a  few  questions  which  I  neglected  to  ask  earlier  when  we 
were  talking  about  how  many  companies  extend  credit  and  how 
many  cards  there  might  be. 

I  was  going  to  ask  you  if  the  attorney  general's  office  had  any 
information  about  the  dollar  volume  of  credit  extended  by  this 
method  in  the  State  of  Massachusetts,  and  also  the  dollar  volume 
of  the  credit  losses  as  a  result  of  loans 

LOSSES   OF   $100   MILLION 

Mr.  Golann.  The  direct  answer,  I  think,  is  that  the  information 
is  probably  available,  but  I  don't  have  it  at  my  fingertips.  In  terms 
of  losses,  I  have  seen  some  statistics  by  companies  about  what 
would  happen  if  they  had  to  drop  out  ZIP  code,  just  drop  it  out.  It 
is  not  clear  to  me — and  I  haven't  found  out — whether  that  means 
carrying  on  the  system  with  one  brick  missing,  so  to  speak,  or 
making  other  adjustments  in  the  system  to  compensate  for  the 
factors  that  ZIP  code  has  been  proxying  for. 

I  think  when  you  look  at  loss  figures,  when  somebody  tells  you 
he  will  lose  $100  million  if  we  eliminate  ZIP  code,  you  have  to  ask 
if  he  is  dropping  ZIP  code  out  and  working  with  a  system  that  is 
incomplete  or  is  talking  about  reworking  the  system  to  capture 
some  of  the  effects  that  ZIP  code  is  capturing.  The  loss  figures  may 
change  dramatically  if  you  do  that.  I  haven't  seen  those  second- 
level  loss  figures. 

Senator  Armstrong.  Thank  you. 

[The  following  letters  were  received  for  the  record:] 
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U.S.  Senate, 
Washington,  D.C.,  June  13,  1979. 


Mr.  DWIGHT  GOLANN, 

Assistant  Attorney  General, 
Commonwealth  of  Massachusetts. 

Dear  Mr.  Golann:  Thank  you  for  taking  the  time  to  appear  before  the  Consumer 
Affairs  Subcommittee  on  behalf  of  Attorney  General  Bellotti  to  testify  on  Senate 
bill  15. 

At  this  time  I  would  like  to  follow  up  on  a  question  which  I  asked  you  following 
your  testimony  on  June  5,  1979.  I  inquired  whether  or  not  the  Attorney  General's 
Office  would  recommend  to  the  Massachusetts  legislature  legislation  similar  to  that 
proposed  in  S.  15,  should  that  bill  not  be  enacted  by  the  United  States  Congress.  I 
would  appreciate  your  response  to  this  question  at  your  earliest  convenience,  though 
hopefully  before  July  2,  1979. 

Thank  you  again  for  responding  to  this  question  and  also  for  your  considered 
testimony  on  S.  15. 
Sincerely, 

William  L.  Armstrong, 
Consumer  Affairs  Subcommittee. 


The  Commonwealth  of  Massachusetts, 
Department  of  the  Attorney  General, 

Boston,  July  12,  1979. 

Hon.  William  L.  Armstrong, 

Consumer  Affairs  Subcommittee,  Committee  on  Banking,  Housing,  and  Urban  Af- 
fairs, U.S.  Senate,  Washington,  D.C 

Dear  Senator  Armstrong:  I  write  in  reply  to  your  letter  to  Assistant  Attorney 
General  Dwight  Golann  in  which  you  inquire  whether  this  Department  will  recom- 
mend to  the  Massachusetts  General  Court  that  they  adopt  state  legislation  similar 
to  S.  15.  The  answer  to  your  question  must  be  somewhat  equivocal;  while  we  would 
support  a  state  statute  on  the  subject  we  believe  that  the  problem  of  credit  redlining 
knows  no  state  boundaries  and  is  therefore  optimally  handled  on  a  national  basis. 
Thus,  we  continue  to  hope  for  Congressional  action  on  the  subject,  consistent  with 
the  testimony  to  the  Subcommittee  by  the  Attorney  General. 

There  are  two  additional  problems  worth  mentioning.  First,  this  Department  has 
recently  initiated  litigation  in  state  court  attempting  to  eliminate  credit  redlining 
practices  under  existing  state  law.  Second,  the  Massachusetts  legislative  year  is  not 
congruent  with  that  of  Congress  and  it  is  unrealistic  to  suggest  that  the  problem 
could  be  addressed  by  the  state  legislature  this  year. 

With  these  reservations,  this  Department  would  recommend  legislation  similar  to 
S.  15  to  the  Massachusetts  General  Court.  I  hope  that  this  brief  letter  is  responsive 
to  your  concerns  and  that  your  Subcommittee  will  act  favorably  on  the  matter 
before  you. 

Very  truly  yours, 

Thomas  R.  Kiley, 
First  Assistant  Attorney  General. 

Senator  Tsongas.  If  we  could  have  the  representatives  of  Amoco 
and   Mobil:   Mr.   Redmond  of  the  Mobil  Co.   and  Mr.   Blackwell. 

Mr.  Blackwell,  you  may  begin.  Why  don't  you  identify  your 
colleagues? 

STATEMENT  OF  WILLIAM  B.  BLACKWELL,  MANAGER,  CREDIT 
DEPARTMENT,  MOBIL  OIL  CREDIT  CORP.,  ACCOMPANIED  BY 
DON  BORG,  CHIEF  COUNSEL,  MOCC,  AND  TERENCE  B.  RED- 
MOND, VICE  PRESIDENT  OF  PLANNING  AND  ADMINISTRA- 
TION OF  AMOCO  OIL  CO.,  ACCOMPANIED  BY  GIRARD  CAR- 
PENCY  AND  WALTER  FOODY 

Mr.  Blackwell.  Good  morning,  Mr.  Chairman. 
I  am  William  Blackwell,  manager  of  the  credit  department  of 
Mobil  Oil  Credit  Corp.  And  with  me  today  is  Mr.  Don  Borg,  chief 
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counsel  to  Mobil  Oil  Credit  Corp.  We  are  responsible  at  Mobil  Oil 
Credit  Corp.  for  Mobil's  credit  card  activity  nationwide. 

As  a  basis  for  explaining  our  position  on  S.  15,  I  will  describe 
Mobil's  credit  scoring  system.  Initially,  Mobil  Oil  Credit  Corp. 
needs  to  satisfy  itself  concerning  the  creditworthiness  of  applicants 
for  a  credit  card  prior  to  the  issuance  of  the  card.  The  costs  of 
administering,  collecting,  and,  in  many  instances,  writing  off  delin- 
quent accounts  can  be  quite  high;  and,  like  other  costs,  they  are 
ultimately  passed  on  to  the  consumer. 

Mobil's  credit  granting  process,  that  is,  the  issuance  of  credit 
cards,  utilizes  five  separate  and  distinct  regional  scoring  systems 
covering  the  United  States.  The  scoring  characteristics  that  are 
used  vary  from  region  to  region,  but  geography  or  a  place  of 
residence  is  not  used  as  a  characteristic  in  any  region. 

The  information  that  is  used  in  Mobil's  credit  scoring  system  is 
furnished  by  each  credit  card  applicant  who  completes  and  submits 
a  credit  card  application  form.  While  I  have  stated  that  none  of 
Mobil's  regional  scoring  systems  use  geographical  characteristics 
per  se,  geography  does  play  a  part  since  we  utilize  five  separate 
and  distinct  regional  systems,  each  of  which  covers  a  multistate 
area. 

Mobil's  present  use  of  regional  scoring  was  developed  by  Fair, 
Isaac  &  Co.,  to  find  the  most  reliable  and  informative  characteris- 
tics for  predicting  creditworthiness.  It  was  determined  that  some 
characteristics  were  more  predictive  in  some  regions  than  in 
others.  Accordingly,  the  characteristics  that  are  used  vary  from 
region  to  region.  Attached  to  this  statement  is  a  map  showing  the 
boundaries  of  Mobil's  scoring  systems. 

[The  map  is  reprinted  as  follows:] 
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In  our  view,  regional  scoring  systems  do  not  discriminate  against 
individual  applicants.  Therefore,  any  statute  that  could  be  con- 
strued to  prohibit  a  regional  scoring  system  is  in  our  judgment 
both  unwise  and  unnecessary. 

In  the  case  of  a  number  of  Mobil's  competitors  who  market  only 
in  a  specific  market  or  on  a  regional  basis,  any  credit  system  they 
use  is,  as  a  practical  necessity,  designed  for  and  limited  to  that 
particular  marketing  area.  In  other  words,  as  a  consequence  of 
geographical  delineations  of  the  market  area  these  competitors 
would  realize  the  benefits  of  the  predictive  value  of  geographic 
factors. 

To  deny  the  same  benefits  of  enhanced  predictability  of 
creditworthiness  simply  because  a  creditor  markets  on  a  multire- 
gional  basis  would  be  arbitrary  and,  in  our  view,  unfair. 

We  also  believe  that  the  proposed  legislation  could  have  an  effect 
contrary  to  that  intended  since,  for  example,  geographical  consider- 
ations may  serve  to  protect  lower  income  applicants  who  are  locat- 
ed in  areas  where  the  experience  of  creditors  demonstrates  accept- 
able credit  risks.  Therefore,  a  broad  prohibition  against  the  use  of 
geography  could  have  an  adverse  impact  on  a  group  Congress 
presumably  intends  to  protect. 

Another  way  of  stating  a  similar  conclusion  in  relation  to  region- 
al or  area  scoring  systems  is  that  it  allows  creditors  to  approve 
more  applications  while  maintaining  the  same  level  of  risk. 

As  I  am  sure  you  have  heard  previously  from  recognized  experts 
in  the  field,  geography  has  proven  to  be  a  reliable  factor  that  can 
be  used  by  creditors  in  conjunction  with  other  factors  to  predict 
creditworthiness  with  a  relatively  high  degree  of  accuracy.  On  the 
basis  of  our  own  credit  experience,  we  know  this  to  be  true. 

If  creditors  who  use  credit  scoring  systems  are  denied  the  right 
to  include  geography  as  an  evaluation  factor  of  creditworthiness, 
many  of  them  will  be  required  to  place  greater  limitations  on  the 
extension  of  credit,  for  example,  issue  fewer  credit  cards,  in  order 
to  control  credit  losses  and/or  assume  increased  credit  risks.  We 
believe  that  Congress  does  not  want  to  limit  the  extension  of  credit 
to  consumers,   nor  to   increase  the  cost  of  credit  to  consumers. 

SUPPORTER   OF   CREDIT  SCORING   SYSTEM 

As  you  may  have  surmised  from  my  testimony,  Mobil  is  a  strong 
supporter  of  credit  scoring.  Credit  scoring  has  earned  our  respect 
not  only  because  it  produces  good  results  for  us,  but  also  because 
credit  scoring  systems  go  a  long  way  to  protect  the  privacy  of 
consumers. 

Let  me  explain.  Under  Mobil's  system,  we  rely  almost  exclusively 
on  the  information  that  the  applicant  has  voluntarily  submitted 
when  applying  for  a  Mobil  credit  card.  As  a  result,  we  do  not  have 
to  rely  on  outside  agencies  to  provide  us  with  information  they 
have  gathered  and  stored  about  consumers.  Nor  does  this  system 
rely  on  the  individual  and  perhaps  arbitrary  evaluation  of  credit 
personnel  to  decide  whether  or  not  credit  will  be  extended. 

We  think  it  would  be  a  disservice  to  consumers  if  credit  scoring 
should  be  so  weakened  that  we  would  be  forced  to  rely  on  informa- 
tion about  consumers  as  assembled  by  outside  sources.  When  an 
applicant  has  been  denied  credit  and  appeals  for  reconsideration, 
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we  seek  additional  information  from  an  independent  credit  report- 
ing service.  We  believe  we  would  be  taking  a  backward  step  by 
substituting  a  judgmental  system  for  an  impartial  regional  credit 
scoring  system. 

In  the  final  analysis,  a  broad  prohibition  against  the  use  of  a 
system  in  which  different  scoring  techniques  are  employed  in  dif- 
ferent geographical  areas  would  deny  the  use  of  a  system  which 
generally  has  proven  to  be  of  high  value  in  predicting  creditworthi- 
ness. 

We  are  concerned  that  S.  15,  if  enacted,  could  weaken  competi- 
tion in  the  market,  limit  the  extension  of  credit  to  consumers  and 
force  creditors  to  use  arbitrary  judgmental  systems. 

For  the  above  reason,  we  believe  that  passage  of  S.  15  would  be 
contrary  to  the  interests  of  the  consuming  public  as  well  as  to 
credit  grantors. 

Senator  Tsongas.  Let  me  ask  you  to  think  about  this  and  then 
we  will  get  back  to  the  others. 

If  you  were  to  amend  the  act  in  a  way  that  you  would  not 
eliminate  either  credit  scoring  nor  regional  variations,  how  would 
you  do  it?  If  you  would  give  that  some  thought. 

Mr.  Redmond? 

Mr.  Redmond.  I  am  Terence  Redmond,  vice  president  of  planning 
and  administration  of  Amoco  Oil  Co.  With  me  is  Girard  Carpency, 
an  attorney  with  our  company.  And  past  him  is  Walter  Foody, 
senior  mathematical  systems  analyst. 

We  are  happy  to  share  with  the  committee  Amoco's  experience 
with  its  credit  card  program.  Before  we  proceed  to  the  narrow 
focus  of  today's  hearings,  however,  I  would  like  to  put  the  credit 
card  and  its  uses  to  both  Amoco  and  our  customers  in  perspective. 

For  Amoco,  the  credit  card  is  an  important  marketing  tool.  We 
currently  have  six  million  accounts  and  open  over  one-half  million 
new  accounts  each  year.  This  gives  us  continuing  contact  with  our 
customer  base  and  it  provides  business  for  the  independent  dealers 
who  market  under  the  Amoco  and  Standard  Oil  signs. 

The  card  gives  these  dealers  and  jobbers — who  are  mostly  small 
businessmen — the  ability  to  extend  credit  and  perform  services  and 
make  deliveries  without  carrying  the  cost  themselves.  Very  few  of 
them  would  be  able  to  extend  these  services  on  their  own. 

OPERATING   EXPENSES 

Credit  card  operating  expenses  currently  amount  to  over  $80 
million  per  year,  including  $22  million  in  bad  debt  writeoffs.  At 
any  given  time,  we  are  carrying  about  $500  million  in  receivables, 
and  of  this,  accounts  totaling  $32  million  are  seriously  past  due. 

Availability  of  the  credit  card  provides  substantial  benefits  to  the 
consumer.  It  is  a  means  of  purchasing  fuel  and  service  from  24,000 
small  dealers  in  42  States. 

Amoco  uses  a  point  scoring  model  developed  by  Amoco  and  based 
entirely  on  our  own  experience  as  marketers  of  petroleum  prod- 
ucts. We  do  not  use  any  outside  information.  We  do  not  consult 
outside  credit  agencies,  other  grantors  of  credit  or  other  developers 
or  users  of  point  scoring  systems. 

Senator  Tsongas.  Let  me  interrupt  you. 
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The  figure  of  $22  million  of  bad  debt  writeoffs,  the  way  you  have 
presented  it,  it  is  unclear.  What  percent  is  the  $500  million  is  of 
your  yearly  volume? 

Mr.  Redmond.  The  bad  debt  writeoffs  of  some  $22  million  are 
roughly  one   percent  of  the  dollar  volume  of  credit  card   sales. 

Senator  Tsongas.  Thank  you. 

Mr.  Redmond.  We  support  the  objectives  of  the  Equal  Credit 
Opportunity  Act  and  have  never  used  any  of  the  prohibited  criteria 
in  our  credit  analysis,  except  marital  status,  which  was  removed 
promptly  upon  the  act's  passage.  Our  credit  issuance  system  is 
based  on  an  empirically  derived,  statistically  sound  point  scoring 
system.  It  is  our  objective  to  issue  cards  on  a  rational,  nondiscrim- 
inatory basis.  Our  system  has  now  evolved  through  three  separate 
generations  based  upon  a  continuous  analysis  of  millions  of  credit 
transactions. 

Our  constant  surveillance  of  the  predictive  ability  of  our  point 
scoring  model  has  been  verified  further  through  the  periodic  issu- 
ance of  credit  cards  to  a  control  group  of  applicants  who  have  been 
rejected  by  the  model,  to  monitor  their  credit  performance.  Thus, 
we  have  been  able  to  assess  the  relationship  of  the  factors  which 
have  led  to  credit  approval  against  performance  and  to  determine 
whether  a  loosening  of  credit  standards  was  justified.  Where  the 
performance  of  the  customers  in  the  control  group  was  better  than 
expected,  we  adjusted  our  standards  to  reflect  that  fact. 

Amoco's  current  model  has  permitted  us  to  offer  more  credit  to 
more  people  than  ever  in  our  history  and  to  do  so  at  acceptable 
levels  of  delinquency  and  bad  debts. 

The  subcommittee  must  recognize  that  there  are  two  distinct 
reasons  for  the  use  of  credit  standards:  to  foster  a  customer  base  at 
a  level  compatible  with  a  seller's  presence  in  the  market  and  to 
control  delinquency  and  bad  debts.  Yesterday's  testimony  focused 
almost  entirely  on  the  second  factor,  but  the  legitimacy  and  impor- 
tance of  the  first  factor  must  not  be  overlooked. 

Amoco  does  not  market  in  all  50  States;  and,  therefore,  does  not 
offer  credit  cards  to  residents  of  those  areas  where  we  do  not 
market.  The  justification  for  that  appears  to  be  conceded  even  by 
the  proponents  of  S.  15.  However,  there  are  many  other  States 
where  Amoco  has  a  relatively  small  market  share.  In  these  areas, 
we  do  not  have  the  distribution  facilities,  service  stations,  and  sales 
volume  to  justify  the  expense  and  risk  of  the  issuance  of  large 
numbers  of  credit  cards,  and  a  marketing  objective  in  these  areas 
is  to  limit  credit  card  issuance  to  a  level  consistent  with  our 
market  share. 

This  objective  is  independent  of  the  potential  credit  standing  of 
the  residents  of  those  States.  As  a  practical  matter,  however,  a 
marketing  objective  to  limit  credit  issuance  has  the  impact  of 
raising  substantially  the  minimum  point  score  needed  for  approval 
by  our  credit  system  over  that  in  areas  where  our  market  share  is 
larger. 

S.  15  would  appear  to  prohibit  such  a  practice.  If  suppliers  are 
prohibited  from  issuing  credit  based  on  geographic  criteria  related 
to  market  share,  there  are  several  possible  consequences,  including 
withdrawal  from  marginal  markets.  Such  a  result  cannot  be  in- 
tended by  the  proponents  of  S.  15. 
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The  second  objective  in  credit  analysis  is  the  issue  of  most  con- 
cern to  the  subcommittee:  criteria  related  to  potential  delinquency, 
particularly  geographic  criteria.  Amoco  uses  a  ZIP  code  factor  in 
its  credit  card  scoring  model.  It  is  beyond  serious  dispute  that  a 
ZIP  code  factor  is  of  measurable  predictive  significance. 

The  proponents  of  S.  15  have  suggested  that  the  use  of  such  a 
factor  is  a  social  evil  constituting  stereotyping  of  individuals  which 
has  no  relationship  to  their  creditworthiness.  It  has  been  suggested 
that  as  a  matter  of  social  policy,  Congress  should  prohibit  the  use 
of  geographic  criteria  and  that  S.  15  will  result  in  greater  levels  of 
credit  approval. 

Amoco  does  not  agree  with  these  characterizations  and  does  not 
believe  that  S.  15  will  accomplish  that  objective.  The  ultimate 
question  is  one  of  social  policy  and,  of  course,  whatever  the  Con- 
gress decides,  Amoco  will  abide  by  the  law.  But  we  do  not  see  the 
need  for  additional  law  in  this  area. 

Two  points  must  be  made  at  the  outset: 

One,  contrary  to  testimony  yesterday  by  Robert  Schwind, 
Amoco's  system  does  not  now,  nor  has  it  ever,  proscribed  any  ZIP 
code.  Residents  of  any  ZIP  code  where  Amoco  markets  can  and  do 
secure  credit  approval. 

Two,  no  credit  card  applicant  has  ever  been  turned  down  solely 
because  of  his  or  her  place  of  residence. 

Yesterday,  several  witnesses  were  questioned  on  a  hypothetical 
case  involving  two  applicants  with  point  scores  equal  in  all  respects 
except  place  of  residence.  One  received  approval;  one  was  rejected. 
It  was  suggested  that  the  rejection  was  based  solely  on  the  ZIP 
code  factor  and  that  this  rejection  is  irrational  and  arbitrary. 

This  is  incorrect.  An  applicant  is  granted  or  denied  approval 
based  on  his  total  score  involving  14  factors.  In  Amoco's  model,  the 
spread  is  large  between  the  minimum  score  needed  for  approval 
and  the  maximum  possible  score.  If  the  applicant's  total  score  is 
close  to  the  minimum  needed  for  approval,  he  or  she  must  have 
scored  poorly  on  many,  if  not  most,  of  the  other  13  criteria. 

These  are  two  marginal  applicants  in  the  hypothetical  case.  If 
they  had  scored  well  on  the  other  13  criteria,  the  ZIP  code  factor 
would  not  have  reduced  their  score  to  a  level  close  to  that  needed 
for  approval.  Only  where  an  applicant  has  scored  poorly  on  a 
number  of  other  criteria  with  established  predictive  effects  does  an 
adverse  score  in  one  of  them — in  this  case  ZIP  code — have  an 
adverse  effect. 

Thus,  where  ZIP  code  has  predictive  significance,  and  it  is  criti- 
cal only  where  an  applicant  has  scored  poorly  on  other  criteria 
having  predictive  significance  which  have  not  been  challenged,  it  is 
unfair  and  incorrect  to  say  that  the  use  of  a  ZIP  code  factor  is 
discriminatory  or  irrational. 

We  believe  that  the  claimed  social  benefits  of  S.  15  may  result  in 
additional  credit  approvals  in  a  relative  few  ZIP  codes,  but  this 
would  be  offset  by  the  rejection  of  candidates  in  other  areas  who 
previously  have  qualified  for  approval. 

Let  me  put  this  in  terms  of  numbers.  If  we  tried  to  hold  our  bad 
debts  to  current  levels,  we  would  have  an  annual  rejection  rate  of 
about  28,000  applicants  higher  than  it  is  at  present  with  the  State 
and  ZIP  code  factor.  This  is  about  5  to  6  percent  of  our  current 
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approval  levels.  We  would  obviously  approve  additional  applicants 
in  certain  geographic  locations,  but  we  would  reduce  the  total 
number  of  approvals  across  our  total  universe. 

In  Amoco's  system,  geographic  criteria  have  never  been  used  as  a 
surrogate  for  race.  The  predictive  value  of  such  criteria  for  credit 
approval  cannot  be  questioned.  Their  use  as  one  of  the  criteria  in 
our  credit  scoring  model  has  enabled  Amoco  to  grant  the  maximum 
number  of  credit  cards  consistent  with  maintaining  levels  of  delin- 
quency and  bad  debts. 

S.    15    WILL   PRODUCE    LESS   CREDIT 

Amoco  does  not  believe  that  S.  15  will  produce  more  credit  for 
more  people.  It  will  produce  more  credit  for  some,  but  probably  less 
credit  for  a  greater  number. 

These  choices  are  not  easy,  for  those  who  write  the  law,  for  the 
company  which  follows  it,  or  for  the  customers  who  benefit  or 
suffer  as  a  consequence. 

For  these  reasons,  Amoco  does  not  recommend  adoption  of  S.  15. 

Senator  Tsongas.  Do  you  have  any  objection  if  I  introduce  into 
the  record  your  letter  of  May  30? 

Mr.  Redmond.  No,  sir. 

[The  letter  is  reprinted  as  follows:] 

Amoco  Oil  Co., 
Chicago,  III,  May  30,  1979. 

Hon.  Paul  E.  Tsongas, 

Chairman,  Consumer  Affairs  Subcommittee, 

U.S.  Senate,  Washington,  D.C 

Dear  Senator  Tsongas:  This  letter  is  in  response  to  your  letters  of  May  4  and 
May  18,  1979,  which  requested  that  Amoco  Oil  submit  answers  to  questions  concern- 
ing its  credit  issuance  policies. 

Amoco  Oil  appreciates  the  opportunity  to  share  with  the  Subcommittee  its  experi- 
ence in  the  credit  card  field.  There  are  over  six  million  Amoco  credit  card  accounts 
now  in  existence,  and  approximately  500,000  new  customers  are  established  each 
year  using  our  point  scoring  system.  The  credit  card  represents  a  convenience  for 
our  customers  and  a  useful  marketing  tool  for  Amoco. 

Before  answering  the  specific  questions  posed  by  the  Subcommittee,  we  would  like 
to  address  briefly  some  larger  concerns  which  we  have  with  the  proposed  legislation. 
It  is  in  the  interest  of  Amoco  Oil  to  issue  as  many  credit  cards  as  possible,  consist- 
ent with  a  tolerable  level  of  losses  due  to  delinquency  and  capital  carrying  charges. 
We  are  concerned  that  Senate  Bill  15  will  force  us  to  reduce  our  credit  card 
approvals  to  the  detriment  of  both  Amoco  and  our  customers. 

Our  first  concern  with  Senate  Bill  15  is  that  it  does  not  recognize  that  most  credit 
card  issuers  do  not  market  their  products  uniformly  through  the  nation.  This  is 
particularly  true  of  petroleum  marketing.  The  economics  of  production  and  trans- 
portation in  the  petroleum  industry  dictate  that  a  firm's  primary  market  be  located 
in  reasonable  proximity  to  its  refineries.  Thus,  individual  petroleum  producers 
generally  are  major  distributors  of  gasoline  in  adjacent  markets,  minor  distributors 
in  removed  markets,  and  are  completely  absent  from  distant  markets.  It  is  not 
reasonable  to  adopt  the  same  credit  card  policies  in  these  different  types  of  markets. 

Another  concern  with  Senate  Bill  15  is  that  it  does  not  recognize  that  a  given 
creditor  will  experience  different  credit  delinquency  rates  in  different  geographical 
areas.  Our  experience  convinces  us  that  if  individuals'  applications  show  them  to  be 
exactly  alike  in  every  respect  except  for  their  place  of  residence,  the  probability 
that  they  will  eventually  become  delinquent  will  still  be  different.  To  the  extent 
that  the  law  would  force  us  to  ignore  this  fact,  the  number  of  marginal  applications 
now  being  approved  would  have  to  be  reduced  in  order  to  maintain  an  acceptable 
level  of  bad  debts. 

Senate  Bill  15  raises  some  other,  possibly  semantic,  questions.  Does  the  bill 
require  that  "place  of  residence"  be  ignored  in  the  credit  granting  process,  or  does  it 
require  that  place  of  residence  be  taken  into  account  so  as  to  achieve  a  uniformity 
of  approval  rates  over  all  geographic  areas?  Does  the  phrase  "place  of  residence  ' 
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refer  only  to  the  geographic  location  of  the  place  of  residence,  or  does  it  refer  to 
other  characteristics  of  that  place,  e.g.,  whether  it  is  a  house,  apartment,  or  trailer? 
Amoco's  credit  issuance  system  is  based  on  an  empirically  derived,  scientifically 
sound  point  scoring  system.  It  is  our  objective  to  issue  credit  cards  on  a  rational, 
nondiscriminatory  basis.  We  do  not  believe  that  Senate  Bill  15  would  assist  us  in 
that  goal. 

T.  B.  Redmond, 
Vice  President  of  Planning  and  Administration. 

Question  1.  To  what  extent,  and  in  what  manner,  does  your  credit  scoring  system 
rely  upon  geographical  characteristics  in  determining  the  credit  worthiness  of  con- 
sumer credit  applicants? 

Answer.  The  use  of  geographical  characteristics  is  an  integral  component  to 
Amoco's  credit  card  issuance  system.  Geographical  characteristics  are  assigned 
points  in  the  credit  scoring  model,  and  they  are  also  used  to  set  the  minimum  score 
needed  for  approval  of  an  application. 

State  of  Residence  and  Zip  Code  Delinquency  Class  are  both  assigned  point  values 
in  Amoco's  credit  card  scoring  model.  The  use  and  significance  of  these  two  charac- 
tristics  in  the  model  are  detailed  in  the  answers  to  Questions  2  through  5.  It  is 
important  to  note,  however,  that  Amoco  does  not  "redline"  neighborhoods  by  use  of 
zip  code  or  by  any  other  means.  An  applicant  in  any  neighborhood  in  our  marketing 
area  can  score  enough  points  to  be  issued  a  credit  card. 

In  addition  to  its  use  as  a  scoring  factor,  State  of  Residence  performs  another 
function  in  Amoco's  credit  issuance  system.  In  order  for  a  credit  card  application  to 
be  approved  by  the  credit  scoring  system,  the  application  must  achieve  a  minimum 
point  score.  The  minimum  point  score  varies  from  state  to  state,  reflecting  differ- 
ences in  the  purchase  and  payment  patterns  experienced  by  Amoco  in  different 
states,  as  well  as  marketing  considerations. 

We  congratulate  the  Subcommittee  for  recognizing  that  Senate  Bill  15  would  need 
to  be  amended  to  stipulate  that  credit  grantors  not  be  required  to  grant  credit  cards 
to  applicants  outside  their  customary  market  areas.  This  is  particularly  important 
to  Amoco  because  of  our  credit  card  interchange  agreements  with  other  firms. 
Interchange  agrements  allow  a  person  holding,  for  example,  an  Amoco  credit  card 
to  use  that  card  at  other  companies'  service  stations  while  he  is  traveling  outside 
Amoco's  marketing  area.  Amoco,  in  turn,  extends  this  same  courtesy  to  holders  of 
other  companies'  credit  cards.  If  Amoco  were  required  to  issue  credit  cards  to 
applicants  outside  of  our  marketing  area  (for  example,  in  California),  Amoco  would 
be  required  to  absorb  the  costs  of  bad  debts  and  of  carrying  the  receivables  for  sales 
which  would  be  exclusively  another  company's  products.  The  other  firm  would 
obtain  the  advantage  of  the  sale,  and  Amoco  would  bear  the  cost  of  the  credit.  To 
prevent  such  an  inequitable  arrangement,  interchange  agreements  would  have  to  be 
severely  curtailed,  resulting  in  an  inconvenience  to  the  traveling  public. 

Since  the  Subcommittee  has  recognized  the  necessity  of  limiting  isuance  of  credit 
cards  in  an  area  where  a  firm  does  not  market  at  all,  we  hope  that  there  might  be  a 
similar  recognition  of  the  problems  associated  with  issuing  credit  cards  in  areas 
where  the  issuer  has  only  a  minor  position  in  the  market.  The  difficulties  here  are 
two-fold.  First,  our  experience  has  shown  that  our  bad  debts  are  proportionally 
much  higher  in  those  states  in  which  we  are  not  a  major  supplier  of  gasoline. 
Second,  our  costs  of  doing  business  are  generally  higher  in  states  outside  of  our 
primary  marketing  area. 

Amoco's  management  responds  to  these  two  difficulties  by  setting  the  minimum 
score  for  approval  in  each  state  in  such  a  way  as  to  maximize  sales  while  maintain- 
ing bad  debts  at  a  tolerable  level.  This  variation  between  states  is  a  major  factor  in 
our  credit  card  issuance  system,  and  elimination  of  it  would  require  substantial 
reductions  in  credit  card  approval  in  order  to  maintain  an  appropriate  level  of  costs. 

Question  2.  Which  geographical  characteristic  do  you  assign  point  values?  If  point 
values  are  assigned  by  region  of  the  country  or  by  state,  would  you  please  indicate 
the  values  assigned  to  each  region  and/or  state  under  your  scoring  system? 

Answer.  Point  values  are  assigned  to  State  of  Residence  and  to  Zip  Code,  Delin- 
quency Class.  Zip  Code  Delinquency  Class  is  determined  by  comparing  the  rate  of 
delinquency  in  an  area  identified  by  a  five-digit  zip  code  to  our  overall  delinquency 
rate.  Areas  with  highest  rates  of  delinquency  are  assigned  to  Class  1;  those  with  the 
lowest  to  Class  5;  the  others  to  the  classes  in  between. 

The  distribution  of  zip  codes  within  the  five  classes  and  the  points  assigned  to 
each  are  as  follows; 
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Number  of 

zip  codes 

Percent 

Points 

Class: 

1. 

239 

0.7 

-17.02 

? 

516 

1.4 

-8.00 

3 

•  34,832 

96.8 

1.21 

4. 

324 

0.9 

6.85 

5 

Total 

89 
1  36,000 

0.2 
100.0 

9.55 

1  Approximate. 

Note  that  the  vast  majority  of  zip  codes  fall  into  Class  3.  this  is  a  result  of  the  fact 
that  our  technique  for  assigning  a  zip  code  area  to  a  Zip  Code  Delinquency  Class 
will  make  an  assignment  other  than  to  Class  3  only  if  there  is  overwhelming 
evidence  of  significantly  high  (or  low)  levels  of  delinquency  in  that  area. 

The  specific  formula  for  determining  the  Zip  Code  Delinquency  Class  is  as  follows: 

Let  P  be  the  percent  of  our  active  credit  card  accounts  which  are  delinquent  in 
the  whole  nation. 

Let  N  be  the  total  number  of  our  active  accounts  in  a  given  zip  code  area,  and  let 
Q  be  the  percentage  of  these  which  are  delinquent. 

If  N  is  less  than  or  equal  to  20,  then  we  automatically  assign  the  area  to  Class  3 
since  there  is  insufficient  evidence  to  do  otherwise. 

If  H  is  greater  than  20,  then  we  compute  C,  a  measure  of  the  difference  between 
P  and  Q  which  takes  into  account  the  number  of  accounts  in  the  area  (N).  Specifi- 
cally: 

C  =  (P-Q)/N 

/P  (1-P) 
Notice  that  if  P  and  Q  are  the  same,  then  C  equals  0. 
The  ZIP  code  is  then  classified  as  follows: 

Class  1 If C< -5.5 

Class  2 If  -5.5<C<-3.0 

Class  3 If  -3.0<C<3.0 

Class  4 If  3.0<C<5.5 

Class  5 If  5.5<C 

Thus,  our  classification  of  zip  codes  is  based  purely  on  an  objective  measure  of 
delinquency  rates  and  in  no  way  takes  into  account  any  subjective  evaluation  of 
individual  neighborhoods. 

The  number  of  points  assigned  to  each  Zip  Code  Delinquency  Class  and  to  each 
State  of  Residence  is  also  computed  by  a  statistical  formula  based  upon  objective 
measures  of  our  delinquency  experience.  The  decision  as  to  whether  these  two 
factors,  or  any  other  factor,  would  be  included  in  the  scoring  model  is  made  by  using 
a  standard  statistical  technique  called  "Stepwise  Regression."  In  order  to  guarantee 
that  we  would  have  accurate  credit  experience  from  which  to  build  our  models, 
Amoco  has  at  times  issued  credit  cards  to  random  samples  of  applicants  who  would 
normally  be  rejected.  Thus,  the  points  assigned  to  an  application  are  based  entirely 
upon  an  empirical,  objective,  and  scientific  procedure. 

The  number  of  points  assigned  by  the  model  to  each  State  of  Residence  is  listed 
below. 
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Number  of  points  for  State  of  residence 


Alabama 

Arizona 

Arkansas 

California , 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 


1  Not  in  Amoco's  Marketing  Area. 


-0.93 

-0.80 

0.12 

(') 

-3.34 

2.75 

-3.61 

-10.30 

-4.07 

-7.11 

-0.80 

1.23 

0.53 

7.32 

2.02 

-3.01 

-4.07 

2.75 

-3.62 

2.15 

-1.63 

5.59 

-7.11 

2.09 

2.02 

2.09 


Nevada 

New  Hampshire 

New  Jersey , 

New  Mexico 

New  York 

North  Carolina .. 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina... 

South  Dakota 

Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia .... 

Wisconsin 

Wyoming 

Alaska  

Hawaii 


(») 

3.46 

4.60 

-0.80 

5.70 

-3.01 

2.05 

-2.28 

-0.80 

-0.30 

6.32 

3.46 

-3.01 

2.02 

0.12 

-0.80 

-0.30 

3.46 

0.95 

-0.80 

-3.01 

3.92 

2.05 

(M 

(') 


Question  3.  To  what  extent,  if  any,  would  a  prohibition  against  the  use  of  geo- 
graphical characteristics  decrease  the  predictive  value  of  your  credit  scoring 
system? 

Answer.  Elimination  of  geographical  characteristics  would  have  a  substantial 
impact  on  the  predictive  accuracy  of  Amoco's  credit  scoring  model.  A  study  (see 
answer  to  Question  5)  has  shown  that  elimination  of  Zip  Code  Delinquency  Class 
would  reduce  the  amount  of  variation  explained  by  the  point  scoring  model  by  about 
six  per  cent.  In  order  to  maintain  the  same  ratio  of  bad  debts  to  sales,  Amoco  would 
have  to  reduce  its  consumer  credit  card  approvals  by  about  14,000  per  year  (approxi- 
mately three  per  cent).  While  no  study  has  specifically  addressed  the  impact  of 
removing  State  of  Residence  as  a  scoring  factor,  existing  evidence  seems  to  indicate 
that  the  effect  would  be  about  the  same  as  removing  Zip  Code  Delinquency  Class. 
Thus,  removal  of  these  two  scoring  factors  would  require  a  net  increase  of  about 
28,000  additional  rejections  of  credit  card  applications  per  year. 

Over  and  above  the  decrease  in  predictive  accuracy  caused  by  removing  geograph- 
ical factors  from  the  scoring  model,  there  would  be  additional  losses  resulting  from 
establishing  the  same  minimum  score  for  approval  in  each  state,  as  outlined  in  the 
answer  to  Question  1.  This  also  would  require  a  substantial  reduction  in  approvals 
in  order  to  maintain  a  tolerable  bad  debt  ratio. 

Question  4.  In  what  year  did  Amoco  initiate:  (a)  a  credit  scoring  system,  (b)  a 
credit  scoring  system  utilizing  geographical  characteristics? 

Answer.  Amoco  first  used  a  credit  scoring  system  in  1969,  and  that  first  system 
made  use  of  geographical  characteristics. 

Question  5.  Have  you  conducted  any  studies  analyzing  the  value  of  substituting 
other  predictive  elements  in  place  of  geographical  elements? 

Answer.  During  the  development  of  Amoco's  current  scoring  model,  in  1978,  the 
value  of  substituting  other  scoring  factors  for  Zip  Code  Delinquency  Class  was 
studied.  Using  the  same  statistical  techniques,  complete  scoring  models  were  built 
with  and  without  Zip  Code  Delinquency  Class  as  a  scoring  factor.  All  characteristics 
contained  on  Amoco's  credit  card  application  were  tested  for  inclusion  in  each 
model  by  standard  statistical  techniques.  The  results  of  these  tests  showed  that  Zip 
Code  Delinquency  Class  significantly  improved  the  predictive  power  of  the  point 
scoring  model  and  that  removal  of  that  factor  would  necessitate  the  rejection  of 
approximately  an  additional  14,000  credit  applicants  per  year. 

No  specific  study  was  conducted  analyzing  the  value  of  substituting  other  charac- 
teristics for  State  of  Residence.  However,  the  analysis  done  in  constructing  the  point 
scoring  model  did  show  that  State  of  Residence  provides  more  predictive  power  than 
any  characteristic  on  the  application  which  is  not  now  used  in  the  model.  Further, 
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the  evidence  seems  to  indicate  that  State  of  Residence  adds  approximately  the  same 
accuracy  to  the  model  as  does  Zip  Code  Delinquency  Class. 

Amoco  is  continuously  studying  the  credit  point  scoring  model  with  a  view  to- 
wards improving  its  accuracy.  It  is  clearly  in  our  business  interest  to  do  so,  and  it  is 
also  good  public  policy.  If  we  should  come  upon  scoring  characteristics  which  would 
provide  more  predictive  accuracy  than  the  factors  currently  in  the  scoring  model, 
naturally  we  would  use  them. 

Appendix 

In  a  second  letter,  dated  May  18,  1979,  Senator  Tsongas  requested,  on  behalf  of 
the  Consumer  Affairs  Subcommittee  of  the  Senate  Banking  Committee,  the  follow- 
ing additional  information  pertaining  to  Amoco's  credit  scoring  system  for  the 
period  January  3,  1978,  through  December  31,  1978: 

1.  The  classification  or  points  assigned  to  each  zip  code  area  for  the  following 
cities: 

Boston,  Mass.  Baltimore,  Md.  Detroit,  Mich. 

Denver,  Colo.  Washington,  D.C.  Wichita,  Kans. 

2.  A  list  of  the  zip  code  areas  in  these  cities  which  were  determined  to  be  a 
principal  reason  for  rejection. 

This  request  was  clarified  in  a  telephone  conversation  between  A.  G.  Huebner  and 
the  Committee's  counsel,  John  Quinn,  on  May  23.  In  response,  the  following  are 
submitted: 

1.  A  list  of  all  zip  codes  in  Amoco's  market  area  which  are  classified  other  than 
"average"  (Class  3).  This  listing  applies  to  all  of  1978. 

2.  A  list  of  the  points  assigned  to  each  of  the  five  Zip  Code  Delinquency  Classes 
under  Amoco's  third  generation  scoring  model  which  went  into  effect  on  June  1, 
1978. 

3.  Several  examples  showing  how  an  applicant's  score  would  be  affected  by 
changes  in  Zip  Code  Class  under  Amoco's  second  generation  model  which  was  in 
effect  through  May  31,  1978.  It  is  impossible  to  supply  point  values  for  each  zip  code 
deliquency  under  this  model  because  of  the  complex  interactions  between  zip  code 
and  other  scoring  factors  in  the  model. 

We  are  unable  to  respond  specifically  to  Senator  Tsongas'  second  question  because 
we  do  not  maintain  the  necessary  records.  However,  it  can  be  said  that  under 
Amoco's  current  (third  generation)  scoring  model,  only  applicants  from  zip  code 
areas  in  Classes  1  or  2  could  be  given  "credit  experience  in  your  immediate  geo- 
graphical area"  as  a  reason  for  objection.  However,  this  does  not  mean  that  every 
rejected  applicant  who  resides  in  such  an  area  would  necessarily  be  given  this  as  a 
reason.  Under  the  second  generation  model,  which  was  in  use  prior  to  June  1,  1978, 
there  is  a  slight  chance  that  an  applicant  living  in  a  zip  code  area  which  is  classed 
as  3,  4,  or  5  might  also  have  been  given  such  a  reason. 

EFFECT  OF  ZIP  CLASS  IN  SECOND  GENERATION  MODEL 

Example  No.  1: 

Bank:  None. 

Blanks:  None. 

Income:  $351  to  $400: 

ZIP  class 12  3  4  5 

Points -54.1         -34.0         -32.4         -27.1         -24.6 

Example  No.  2: 

Bank:  Checking  only. 

Blanks:  2. 

Income:  $601  to  $650  per  month: 

ZIP  class 12  3  4  5 

Points -16.0  6.0.  9.4  14.9  22.5 

Example  No.  3: 

Bank:  Checking  and  loan. 

Blanks:  None 

Income:  Less  than  $300: 

ZIP  class 12  3  4  5 

Points -22.3  -0.8  4.5  10.7  12.0 


NOTE:  In  all  examples,  "occupation",  "telephone  in  home",  and  "credit  references"  are  held  fixed. 
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Senator  Tsongas.  Let  me  state  from  the  beginning  that  there 
seems  to  be  some  confusion  as  to  what  indeed  the  committee  or  the 
author  of  the  bill  has  in  mind.  I  will  tell  you  what  my  views  are. 

I  think  credit  scoring  systems  are  here  to  stay.  They  are  of 
enormous  value  to  you,  and  I  don't  think  that  anybody  would 
rationally  argue  that  they  should  be  done  away  with. 

Second,  in  response  to  Mr.  Blackwell's  concern,  I  don't  think 
there  is  any  kind  of  objection  to  a  regional  variation,  if  that  makes 
sense,  and  obviously  it  does.  I,  for  one,  see  no  particular  problem 
with  that,  nor  indeed  do  I  see  that  the  law  would  require  Amoco  to 
issue  credit  cards  in  a  proportion  greater  than  its  market  share.  I 
don't  think  we  intend  to  do  that.  There  is  no  particular  reason  to 
do  it. 

And  if  the  law  as  it  is  suggested  now  does  that,  we  can  either 
change  the  law  or,  in  the  language,  make  it  clear  that  we  are  not 
talking  about  that.  There  is  an  attempt  here  to  curb  what  we 
consider  to  be  not  so  much  an  abuse  but  an  unfortunate  fact  and 
not  create  a  kind  of  a  Frankenstein  that  will  have  unexpected 
consequences. 

Mr.  Black  well,  after — how  many  credit  cards  do  you  issue  in  a 
given  year?  And  do  you  have  the  figures  that  would  go  back,  say,  5 
years  on  that? 

Mr.  Blackwell.  I  don't  have  the  figures  with  me;  however,  we 
issue  cards  annually  to  about  400,000  to  450,000  applicants.  This 
number  has  been  fairly  constant  for  the  last  4  or  5  years,  maybe 
six. 

Senator  Tsongas.  What  about  Amoco? 

Mr.  Redmond.  I  don't  have  it  for  several  years,  sir.  We  issue 
about  800,000  cards  a  year. 

Senator  Tsongas.  Is  that  a  consistent  number,  a  diminishing 
number,  growing  number? 

Mr.  Redmond.  It  has  been  fairly  consistent.  It  goes  up  and  down 
with  economic  cycles. 

Senator  Tsongas.  So  the  passage  of  the  ECOA  didn't  have  any 
impact  on  the  number  of  credit  cards  that  were  given  out  in  a 
particular  year? 

Mr.  Redmond.  Yes,  that's  true. 

Senator  Tsongas.  If  that  is  true,  for  example,  the  marital  status 
index  that  one  of  you  referred  to — was  it  your  testimony? 

Mr.  Redmond.  I  said  we  eliminated  it  when  the  law  was  passed. 

Senator  Tsongas.  Is  marital  status  as  predictive  as  geography? 

Mr.  Redmond.  Let  me  ask  Walter  Foody. 

Mr.  Foody.  It  definitely  wasn't.  Geography  is  a  much  more  im- 
portant factor.  Marital  status  was  a  marginal  factor  in  our  model. 
It  was  not  of  tremendous  harm  to  simply  remove  it. 

Senator  Tsongas.  Why  did  Mobil  drop  geography  as  one  of  its 
criteria? 

Mr.  Blackwell.  We  didn't  drop  geography. 

Senator  Tsongas.  I  mean  ZIP  codes. 

Mr.  Blackwell.  We  didn't  use  ZIP  codes  either.  I  know  the 
gentleman  from  Massachusetts  explained  how  ZIP  codes  originated; 
however,  they  are  simply  the  implementing  number  in  order  to 
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determine  a  State  or  a  regional  area  where  an  applicant  resides, 
and  as  I  indicated,  we  changed  our  system  in  January  of  this  year. 

We  also  changed  our  system  in  1973,  in  1976,  and  again  in  1979. 
We  have  to  keep  changing  the  credit  scoring  system,  because,  as 
the  applicant  population  changes,  the  systems  change.  Persons 
change. 

It  is  even  a  requirement — as  I  recall  one  of  the  regulations  that 
we  should  maintain  an  updated  scoring  system  to  keep  its 
accuracy. 

Senator  Tsongas.  Do  you  feel  penalized  or  somehow  unable  to 
operate  without  using  ZIP  codes  or  geography? 

Mr.  Blackwell.  The  system  that  we  have  now  is  very  new.  It  is 
4  or  5  months  old;  however,  I  still  have  to  contend  that  we  are 
using  geography — the  regions — and  those  factors  that  correlate 
with  one  another  in  those  regions. 

Senator  Tsongas.  If  we  could  eliminate  from  the  discussion  re- 
gions, which  I  don't  think  anybody  has  any  problems  with,  unless, 
Senator  Levin,  do  you  have  any  questions  about  regions? 

Senator  Levin.  We  are  looking  into  it.  It  depends  on  how  they 
are  selected.  If  they  use  all  the  same  standards  in  the  regions,  but 
probably  not,  depending  on  those  conditions. 

Senator  Tsongas.  Is  there  any  significant  decrease  in  the  avail- 
ability of  credit  under  the  new  system? 

Mr.  Blackwell.  We  have  approximately  the  same  percentage  of 
approved  accounts  as  last  year. 

Senator  Tsongas.  Mobil  took  over  Montgomery  Ward,  as  the 
President  and  everyone  else  has  pointed  out.  Montgomery  Ward 
has  a  credit  scoring  system.  Are  you  in  charge  of  that? 

Mr.  Blackwell.  They  ar2  a  completely  separate  organization 
and  their  credit  department  is  completely  different.  I  don't  have 
any  control  over  their  operation  or  in  any  other  way. 

Senator  Tsongas.  Do  you  have  any  conversations  with  them? 

Mr.  Blackwell.  I  talk  with  them,  of  course. 

Senator  Tsongas.  Do  they  use  ZIP  codes? 

Mr.  Blackwell.  I  don't  know. 

Senator  Tsongas.  The  next  time  you  talk  to  them,  it  might  be  an 
interesting  question.  I  don't  think  anyone  argues  that  geography  is 
predictive.  That  is  a  given. 

Mr.  Blackwell.  I  didn't  get  the  question. 

Senator  Tsongas.  I  haven't  gotten  to  the  question  yet.  [Laugh- 
ter.] 

PREDICTIVE  VALUE 

The  comment  was  that  I  think  everyone  would  concede  that 
geography  and  ZIP  code  offer  predictive  value.  The  problem  comes 
not  on  that  issue  but  the  twin  issues:  One,  impact  on  urban  cen- 
ters, and  you  pay  taxes  all  of  you  to  this  Government,  which  is 
trying  to  take  part  of  that  money  and  try  to  bring  our  cities  back. 

So  we  all  have  a  joint  interest  in  the  revitalization  of  these  cities, 
and  I  suppose  that  most  of  us  live  in  them.  That  is  a  concern. 

The  other  concern  is  the  sense  of  arbitrary  judgment  that  an 
individual  would  feel  given  a  rejection  based  on  geography.  Now, 
the  gentleman  from  Massachusetts  related  the  example  of  a  judge 
in  Cambridge  who  has  been  appointed  to  the  Roxbury  District 
Court.  If  he  moves  into  the  area  where  he  will  preside,  under  some 
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systems  he  would  be  penalized.  That  kind  of  thing  raises  problems. 
It  raises  social  questions,  and  obviously  the  issue  before  the  com- 
mittee is  whether  that  is  justifiably  within  our  jurisdiction. 

It  would  be  my  hope  that,  like  Mobil  and  others,  this  system 
would  be  dropped  and  the  issue  would  go  away.  It  would  not  even 
be  necessary  to  take  this  up  before  the  full  committee. 

But  I  gather  from  Mr.  Redmond's  testimony  that  Amoco  is  seri- 
ous about  retaining  this  tool  and  is  not  considering  dropping  it  as 
an  option. 

Mr.  Redmond.  No,  sir.  We  regard  it  as  of  strong  predictive  value 
and  would  want  to  retain  it  in  our  system. 

Senator  Tsongas.  If  I  lived  in  the  south  end  in  Boston,  you  would 
deduct   17  points  from  my  credit  scoring  system.   Is  that  right? 

Mr.  Redmond.  Yes,  sir. 

Senator  Tsongas.  If  I  lived  in  Back  Bay,  which  is  a  lovely  area 
by  the  way,  you  would  take  eight  points  away  from  me.  Is  that 
right? 

Mr.  Redmond.  I  am  not  familiar  with  Boston.  I  am  translating 
your  words  into  cities  I  am  familiar  with,  and  I  believe  you  are 
right. 

Senator  Tsongas.  What  does  that  have  to  do  with  my  credit- 
worthiness? 

Mr.  Redmond.  It  is  a  reflection  of  the  payment  experience  with 
our  credit  card  accounts  in  those  areas. 

Senator  Tsongas.  You  would  agree  it  does  not  reflect  any  indi- 
vidual characteristic? 

Mr.  Redmond.  That  is  true,  but  most  of  the  characteristics  aren't 
group  characteristics.  Many  of  them  are. 

Senator  Tsongas.  One  doesn't  necessarily  choose  whether  one 
rents  or  owns  a  home.  One  assumes  it  has  an  impact  on  what  kind 
of  a  salary  and  how  long  one  has  lived  in  a  particular  residence, 
and  those  kinds  of  things,  which  are  the  result  of  individual  deci- 
sion, which  reflect  character. 

But  there  are  a  lot  of  very  creditworthy  people  who  happen  to 
live  in  these  areas.  Why  should  they  be  penalized? 

Mr.  Redmond.  Our  system,  as  most  point  scoring  systems  do,  are 
dealing  with  blocks  of  criteria.  You  are  really  setting  the  odds  on 
the  collectability  of  an  account,  the  chance  of  its  becoming  delin- 
quent, and  becoming  bad  debts.  And  like  any  such  system,  you  are 
dealing  with  a  mathematical  expectation  based  on  our  experience. 

Senator  Tsongas.  You  are  not  the  only  operation  in  the  credit 
card  business,  and  most  of  them  at  this  point  have  dropped  this 
particular  index  for  a  number  of  reasons — some,  because  they  don't 
want  to  hassle  with  it  and  others,  because  they  think  it  is 
marginal. 

What  do  you  know  that  they  don't? 

Mr.  Redmond.  What  we  do  know  is  the  predictiveness  of  our 
experience,  which  is  the  essence  of  our  system  based  on  our  experi- 
ence with  our  accounts — what  are  the  criteria  you  would  say  based 
on  the  application  would  predict  creditworthiness  or  nondelin- 
quency,  to  be  honest  about  it,  as  opposed  to  the  absence  of  delin- 
quency. 

Senator  Tsongas.  I  think  you're  wrong  within  your  company. 
Your  company's  objective  is  to  maximize  the  predictive  nature  of 
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your  system,  and  whatever  would  contribute  to  that  effort,  obvious- 
ly, is  of  value  to  you.  The  question  before  the  committee,  however, 
as  Senator  Levin  will  point  out,  is  the  point  at  which  that  and 
social  policy  happen  to  be  in  conflict. 

I  want  to  come  back  and  inquire,  but,  Senator  Armstrong,  do  you 
want  to  inquire  now? 

Senator  Armstrong.  Let  Senator  Levin  go  ahead. 

Senator  Levin.  Thank  you,  Mr.  Chairman.  You  are  indeed  right. 
The  question  isn't  whether  or  not  geography  has  predictive  value. 
Race,  religion,  age,  sex,  among  others  probably  have  predictive 
value,  too.  We  have  decided  as  a  committee  that  we  will  not  allow 
it  to  be  used  even  if  it  does  have  predictive  value.  Would  you  agree 
with  that  decision? 

Mr.  Blackwell.  I  sure  do. 

Senator  Levin.  Even  if  race,  religion,  sex  have  predictive  value, 
that  you  agree  that  you  should  not  be  allowed  to  use  them? 

Mr.  Blackwell.  Of  those  characteristics,  the  only  ones  we  have 
ever  used,  and  I  have  been  in  our  credit  department  since  1960, 
were  sex  and  marital  status — so  I  don't  think  we  plan  to  use  them 
as  a  company,  and  I  certainly  don't  agree  with  it  personally. 

Senator  Levin.  Excuse  my  interruption,  but  why  don't  you  think 
we  should  use  race  as  a  factor  if  it  has  predictive  value? 

Mr.  Blackwell.  Primarily,  it  is  legislated — I  will  go  to  jail  if  I 
do.  [Laughter.] 

I  am  a  moral  person,  and  I  believe  it  should  not  be  a  factor. 

Senator  Levin.  Federal  law  is  right,  is  that  what  you're  saying? 

Mr.  Blackwell.  Yes;  it  is. 

Senator  Levin.  Even  though  it  has  predictive  value,  you  agree 
there  are  other  criteria  we  should  use  as  to  whether  we  use  fac- 
tors? 

Mr.  Blackwell.  I  don't  even  know  that  it  has  predictive  value, 
because  we  haven't  used  it. 

Senator  Levin.  If  I  told  you  it  did  and  studies  had  shown  that 
race,  religion,  sex,  age,  and  marital  status  have  predictive  value — if 
a  computer  would  tell  us  that  whites  have  the  worst  credit  record, 
worse  than  Chicanos,  if  we  could  show  you  that,  and  I  am  sure  a 
computer  would  show  us  such  correlations — I  don't  doubt  that  they 
exist — if  we  could  show  you  that,  you  are  saying  that  you  would 
not  want  to  use  them  anyway? 

Mr.  Blackwell.  We  wouldn't. 

Senator  Levin.  Why? 

Mr.  Blackwell.  It  is  simply  not  the  way  that  our  company 
operates,  either  in  employing  or  in  extending  credit. 

Senator  Levin.  Would  you  agree  with  that,  Mr.  Redmond? 

Mr.  Redmond.  We  have  never  used  it,  sir,  and  I  think  as  a 
matter  of  company  policy,  we  wouldn't  use  it. 

Senator  Levin.  Even  though  it  might  have  predictive  value,  you 
would  not  want  to  use  it? 

Mr.  Redmond.  I  will  stand  on  the  fact  that  as  a  matter  of 
company  policy,  we  would  not  use  it. 

Senator  Levin.  The  basis  of  the  company  policy  would  be  what? 
Why  would  the  company  choose  voluntarily  not  to  use  race  or 
religion  or  whatever  even  though  a  correlation  based  on  it  might 
have  predictive  value? 


296 

LEADING   SUPPLIER  TO   RACIAL  GROUPS 

Mr.  Redmond.  I  don't  set  company  policy,  but  I  would  point  out 
that  we  are  a  leading  supplier  to  all  racial  groups  within  America. 
Since  I  would  assume  you  are  talking  about  the  colored  minority, 
we  are  the  biggest  single  purveyor  of  gasoline  to  them.  We  have  by 
far  a  market  share  in  those  communities  which  far  exceeds  our 
national  and  area  market  shares — for  colored  groups  and  minority 
groups — they  are  extremely  good  customers  with  our  company. 

Senator  Levin.  You  think  it  might  have  negative  social  effects  if 
you  considered  race  and  religion,  even  though  it  would  have  a 
predictive  value? 

Mr.  Redmond.  I  think  those  were  a  factor  in  company  policy. 

Senator  Levin.  I  think  we  can  start  off  with  the  premise  that 
even  though  geography  has  predictive  value,  the  question  is  wheth- 
er or  not  we  should  allow  it  to  be  used. 

Mr.  Blackwell.  That  does  seem  to  be  the  question. 

Senator  Levin.  We  will  not  allow  race,  religion,  and  so  forth  to 
be  used  even  though  it  has  predictive  value.  We  don't  care.  There 
are  other  considerations. 

Let's  take  a  look  at  Amoco's  number  of  points  given  for  State  of 
residence.  Senator  Armstrong  has  said  why,  if  credit  card  compa- 
nies are  trying  to  get  their  credit  cards  into  people's  pockets,  why 
would  they  want  to  give  negative  points  to  ZIP  codes.  I  think  it  is  a 
very  fair  question. 

Why  would  you  at  Amoco  want  to  give  a  negative  10V2  points  to 
the  District  of  Columbia,  if  you're  trying  to  get  credit  cards  in  our 
pockets  here?  Why  would  you  give  people  in  Maryland  a  negative 
three  and  a  half  points  if  you  want  to  put  credit  cards  in  their 
pockets? 

Mr.  Redmond.  Those  are  the  points  that  go  with  the  particular 
characteristics  you  mentioned,  but  they  are  not  controlant.  There 
are  many,  many  reasons  why  a  person  can  get  a  credit  card  based 
on  the  other  points. 

I  go  back  to  the  response  I  made  to  the  illustration,  the  hypo- 
thetical illustration  used  yesterday.  A  person  where  the  zip  code 
would  be  the  final  criteria  or  State  of  residence  has  ranked  very, 
very  low  in  almost  all  of  the  other  criteria. 

Senator  Levin.  Let  me  try  to  rephrase  Senator  Armstrong's  ques- 
tion, although  I  don't  think  I  can  improve  on  it.  I  take  it  the 
purpose  of  your  company  is  to  sell  gasoline— at  least  one  of  the 
purposes.  You  market  your  products,  and  you  distribute  credit 
cards  in  order  to  assist  you  in  that  goal. 

Why  do  you  then  give  negative  points  to  people  who  live  in 
Colorado,  or  in  Michigan,  or  in  Kentucky?  Based  on  the  fact  that 
they  live  in  Colorado,  or  Michigan,  or  Kentucky,  why  do  you  then 
give  negative  points  to  people  who  live  in  certain  ZIP  codes  such  as 
has  been  stated  by  our  chairman— read  into  the  record  part  of 
those  zip  code  point  systems? 

Mr.  Redmond.  That  is  our  experience  with  our  accounts,  sir.  Let 
me  broaden  that  a  little  bit.  I  am  not  really  a  credit  man  by 
profession.  I  am  more  of  a  marketer.  We  are  the  largest  gasoline 
marketer  in  the  country,  and  at  the  moment  we  are  proud  of  that. 
We  intend  to  grow. 
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The  credit  card  base  is  one  of  the  tools  we  use,  and  it  is  very 
effective  in  attracting  customers  and  holding  customers  and  en- 
couraging customers.  I  think  just  to  give  the  business  man's  slant, 
just  a  little  bit,  the  cost  of  credit  is  one  that  is  a  business  expense 
and  is  basically  borne  and  reflected  in  the  price  of  the  products. 

I  think  we  have  a  basic  responsibility  to  all  the  customers — the 
cash  buyer,  the  good  payer,  the  bad  payer — to  be  as  careful  as  we 
can  in  the  expenses  we  incur  which  are  reflected  in  the  price  of  our 
product.  I  think  because  of  that  we  set  ourselves  standards  or 
criteria  as  to  what  we  are  willing  to  incur  in  the  way  of  expenses 
for  something  like  a  credit  card. 

For  example,  we  mentioned  earlier  the  level  of  bad  debts.  A  1- 
percent  loss  on  every  dollar  of  sales  you  have  is  a  significant  cost  to 
us.  The  cost  of  administering  and  handling  the  card  is  an  expensive 
cost  to  us.  There  are  marketers  in  America  who  do  not  extend 
credit  as  a  practice,  and  as  a  result  their  price  is  substantially,  on 
average,  below  ours,  and  this  is  one  of  the  things  that  are  extreme- 
ly significant  to  us.  What  are  the  reasons  for  the  cost  of  our 
product  being  higher  than  others,  and  what  is  the  cost  of  credit 
that  is  inherent  in  the  price  of  the  gasoline?  We  are  constantly 
trying  to  balance  the  desire  to  put  a  good  value  on  the  street  and 
be  competitive  with  our  competitors,  and  not  let  these  costs  become 
excessive,  even  though  the  credit  card  is  an  attraction  and  a  useful 
device  for  most  of  our  customers. 

I  don't  know  whether  I  have  answered  your  question  within  that 
context,  Senator.  That  is  basically  the  thought  process  that  governs 
our  use  of  the  credit  card. 

Senator  Levin.  A  different  question 

Senator  Tsongas.  Would  you  yield  before  we  go  on? 

Senator  Levin.  Yes. 

Senator  Tsongas.  One  percent  of  credit  card  sales  or  one  percent 
of  sales  generally. 

Mr.  Redmond.  Of  credit  card  sales. 

Senator  Tsongas.  What  percentage  of  your  total  sales  are  credit 
card  sales? 

Mr.  Redmond.  I  could  be  wrong,  but  I  believe  about  40  percent  of 
our  motorists'  gasoline  is  sold  on  credit  cards. 

Senator  Levin.  You  indicated  that  geography  is  only  1  factor,  of  I 
think  14. 

Mr.  Redmond.  Yes. 

Senator  Levin.  Let's  assume  all  other  factors  are  equal  and  I  am 
a  marginal  credit  card  applicant.  Marginal  character,  whatever.  I 
apply  for  a  credit  card  to  Amoco.  If  all  other  factors  are  equal,  is  it 
not  true  that  I  am — assuming  I  am  marginal,  at  the  borderline 
level,  I  am  less  likely  to  get  a  credit  card  if  I  move  to  Colorado 
than  if  I  move  to  New  Hampshire? 

Mr.  Redmond.  If  you  move,  sir,  you  carry  your  credit  card  with 
you.  You  move  and  then  apply  for  a  credit  card? 

Senator  Levin.  Yes.  There  are  no  Amoco  products  that  stay  in 
my  market  area  where  I  came  from.  To  give  you  the  benefit  of  the 
doubt. 

Mr.  Redmond.  You  are  a  new  customer  applying  for  a  credit 
card.  You  fill  out  your  application,  you  give  us  a  response  to  the  14 
criteria  which  are  used  in  our  system  on  the  application.  If  the  10 
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points  negative  for  Colorado  are  a  deciding  factor,  you  have  scored 
extremely  low  in  almost  every  other  aspect  of  creditworthiness. 

Senator  Levin.  Is  it  not  true  if  I'm  at  that  marginal  level,  that 
whether  or  not  I  will  get  a  credit  card  could  depend  on  whether  I 
move  to  Colorado,  on  whether  or  not  I  move  to  New  Hampshire? 

Mr.  Redmond.  Right,  sir. 

Senator  Levin.  Is  it  not  true  that  when  I  am  moving  to  Washing- 
ton, as  a  new  employee  of  the  people,  hopefully,  and  I  am— my 
points  bring  me  right  up  to  that  margin  where  I  am  going  to  be 
affected  by  where  I  move  to,  that  if  I  move  to  the  District  of 
Columbia,  I  will  get  a  negative  10  points,  and  if  I  move  to  Virginia 
I  will  get  a  positive  point? 

Mr.  Redmond.  Those  are  the  points  that  are  experienced  with 
our  accounts  in  those  areas. 

Senator  Levin.  And  that  could  decide  whether  I  move  to  Virginia 
or  to  the  District,  whether  or  not  I  get  a  credit  card? 

Mr.  Redmond.  Yes,  sir,  but  if  you  were  that  low  in  all  the  other 
criteria,  I  am  not  quite  sure  how  you  would  decide  where  to  live, 
or 

Senator  Levin.  Let's  assume  I  am  marginal.  Is  that  not  true? 

Mr.  Redmond.  Yes,  sir. 

Senator  Levin.  I  won't  push  you  further  than  that.  Would  you 
agree  that  an  adequate  system  can  be  designed  without  ZIP  codes? 

THIRD   GENERATION    MODEL 

Mr.  Redmond.  In  what  we  call  our  third  generation  model,  which 
is  really  just  a  big  re-do  of  the  system,  we  run  our  system  both 
with  and  without  the  ZIP  codes  in  it.  It  proves  to  us  that  the  ZIP 
codes  are  a  strong  predictive  factor.  Without  the  ZIP  codes,  we  lose 
a  lot  of  the  knowledge  we  would  have  about  the  expected  delin- 
quency of  the  customers.  We  would  be  going  from  a  much  less 
secure  base. 

Senator  Levin.  Do  you  devise  your  own  systems? 

Mr.  Redmond.  Yes,  sir.  We  have  no  contact  with  anybody  else. 

Senator  Armstrong.  Thank  you,  Mr.  Chairman.  Mr.  Redmond, 
your  company  uses  the  ZIP  code  system,  and  I  think  Mobil  does 
not.  Could  I  ask,  I  think  this  is  evident  from  your  testimony,  but  I 
would  like  to  pin  this  down — Is  the  only  reason  for  the  use  of  ZIP 
codes  as  an  aid  to  creditworthiness  or  does  it  have  any  other 
significance  at  all? 

Mr.  Redmond.  No  other  significance. 

Senator  Armstrong.  It  has  nothing  to  do  with  your  market 
share  in  an  area?  In  other  words,  you  are  not  rationing  cards 
according  to  penetration  of  the  market  or,  the  thing  that  occurs  to 
me,  and  I've  heard  no  testimony  on  it,  is  the  interest  rates  you  are 
permitted  to  charge  on  credit  cards  are  different  in  different  juris- 
dictions. Is  that  a  factor  that  is  taken  into  account? 

Mr.  Redmond.  It  is  not  a  factor.  I  don't  know  if  you  were  hearing 
my  testimony,  but  geographic  location,  not  ZIP  code,  but  broad 
area,  geographic  location,  is  a  factor  in  the  required  number  of 
points  in  a  given  area. 

That  is  an  expression  of  marketing  strategy. 


299 

Senator  Armstrong.  You  may  wish  to  have  fewer  credit  cards  in 
one  area  than  another  for  reasons  that  were  unrelated  to  credit 
worthiness,  but  to  the  company's  better  business  objectives. 

Mr.  Redmond.  Yes,  I  said  we  don't  market  on  the  west  coast.  We 
tried  to  devise  a  system  that  a  credit  card  application  from  the 
west  coast  does  not  qualify. 

Senator  Armstrong.  Is  the  interest  rate  you  are  permitted  to 
receive  within  a  jurisdiction  one  of  the  factors  you  take  into  ac- 
count? 

Mr.  Redmond.  No,  sir. 

Senator  Armstrong.  What  is  the  interest  rate  that  you  are 
permitted  to  charge  on  credit  sales  in  the  District  of  Columbia,  for 
example? 

Mr.  Redmond.  I  don't  know,  sir.  I  would  be  glad  to  provide  it. 

Senator  Armstrong.  Somebody  whispered  in  my  ear  that  it  is  8 
percent.  Does  anybody  in  the  room  know?  Is  that  right?  12?  I've  got 
12  percent,  do  I  hear.  [Laughter.] 

Mr.  Redmond.  They  range  from  9  to  18. 

Senator  Armstrong.  That  is  my  impression — that  there  is  a  wide 
range.  And  I  would've  assumed  that  that  was  an  important  factor. 
Evidently  it  isn't.  You  were  not  even  conscious  of  it  as  a  factor. 

Mr.  Blackwell.  Could  I  commment? 

Senator  Armstrong.  Please  do. 

Mr.  Blackwell.  It  could  be  a  factor,  and  the  results  of  perhaps 
people  not  paying  their  bills.  The  penalty  in  one  State  may  be  less 
than  it  is  in  another.  There  are  various  credit  remedies  by  State 
throughout  the  United  States,  and  that,  of  course,  does  contribute 
to  differences  among  States  in  collectability  or  creditworthiness. 

Senator  Armstrong.  On  the  point  of  collectability,  don't  answer 
if  you  don't  have  it  before  you,  or  if  you  don't  want  to.  Could  you 
tell  us  something  about  what  your  credit  losses  have  been  on  credit 
card  sales?  As  a  percentage? 

Mr.  Blackwell.  It  is  over  one-half  of  1  percent. 

Senator  Armstrong.  Over  one-half  of  1  percent. 

Mr.  Blackwell.  Yes. 

Senator  Armstrong.  Mr.  Chairman,  I  would  like  to  address  a 
question  to  Mr.  Redmond.  In  referring  to  your  letter,  and  Mr. 
Chairman,  have  you  put  Mr.  Redmond's  letter  of  May  30  into  the 
record? 

Senator  Tsongas.  Yes. 

Senator  Armstrong.  I  have  read  that  and  there  is  an  aspect  that 
isn't  entirely  clear  to  me.  We  are  talking  about,  on  page  2,  the  ZIP 
codes,  arrayed  into  five  classes,  with  the  vast  majority  of  them  in — 
the  overwhelming  majority  of  them  in  class  3. 

Do  I  understand  correctly  that  class  1  is  the  poorest  credit  risks? 

Mr.  Redmond.  Yes. 

Senator  Armstrong.  And  class  5  is  the  very  best  credit  risk? 

Mr.  Redmond.  Yes.  That  shows  the  points  assigned. 

Senator  Armstrong.  Let  me  ask  this  question,  When  the  number 
of  ZIP  code  areas  which  have  substandard  credit  experience  is  so 
small,  does  this  indicate  something  about  the  validity  of  generaliz- 
ing about  the  impact  of  ZIP  codes  on  credit  worthiness?  In  other 
words,  what  is  it  about  these  239  neighborhoods  that  are  so  differ- 
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ent  from  the  34,832?  That  seems  like  such  a  small  number.  Is  this 
something  that  you  have  validated  statistically? 

Mr.  Redmond.  Let  me  ask  Walter  Foody,  who  understands  the 
mathematics  of  our  system  better  than  I  do,  to  answer  that. 

CLASSIFICATIONS   OF   ZIP   CODES 

Mr.  Foody.  One  of  our  criteria,  and  I  don't  want  to  go  into  great 
detail  on  it,  in  establishing  the  classifications  of  the  ZIP  codes,  is 
that  we  have  a  sufficient  number  of  accounts  in  that  ZIP  code  to 
even  aid  the  account  to  make  the  judgment. 

If  we  don't  have  the  sufficient  number  of  accounts,  then  it  is 
automatically  classified  as  average. 

Senator  Armstrong.  In  other  words,  No.  3? 

Mr.  Foody.  Yes.  Second,  the  formula  which  we  use  is  set  up  in 
such  a  way  that  the  more  accounts  there  are  in  a  ZIP  code  area, 
the  easier  it  will  be  for  us  to  determine  whether  it  is  1,  2,  4,  or  5  as 
opposed  to  average. 

We  have  more  confidence  in  the  data  that  we  have,  and  there- 
fore, are  more  able  to  make  such  adjustments.  So  we  are  very 
conservative  in  deciding  whether  a  particular  ZIP  code  falls  in 
some  class  other  than  class  3.  So  that  is  part  of  the  reason  why 
there  are  so  few  ZIP  codes  in  classes  1,  2,  4,  or  5. 

It  is  not  that  those  are  the  only  areas  where  our  experience 
would  be  low.  It  is  only  the  ones  that  we  are  sure  where  it  is  low. 

Senator  Armstrong.  In  other  words,  to  return  to  a  question  I 
was  pursuing  with  an  earlier  witness,  are  you  saying  that  if  there 
is  doubt  in  your  mind  about  the  validity  of  downgrading  the  credit 
standing  of  a  particular  area,  that  you  would  tend  to  err  on  the 
side  of  not  downgrading  the  area? 

Mr.  Foody.  That  is  the  effect. 

Senator  Armstrong.  You  would  be  more  inclined  as  a  business 
judgment,  I  presume,  to  grant  cards,  than  to  withhold  them? 

Mr.  Foody.  That  is  right.  It  is  in  our  intent  to  issue  as  many 
cards. 

Senator  Armstrong.  To  be  specific,  can  you  give  us  any  informa- 
tion or  insights  into  those  239  ZIP  codes,  if  your  nationwide  credit 
losses  are  1  percent,  what  would  you  expect  in  a  class  1  ZIP  code? 

Mr.  Foody.  I  don't  have  that  data.  Perhaps  we  could  get  it  for 
you.  We  have  never  looked  at  bad  debts  in  particular.  We  have 
looked  at  delinquency  rates  and  they  are  substantially  higher.  I 
don't  have  the  numbers  at  my  fingertips  but  if  I  could  submit 
them. 

Senator  Armstrong.  I  don't  want  to  put  you  to  any  trouble 
about  that.  Give  it  to  us  on  the  basis  of  delinquency  rates  if  that's 
easier. 

Mr.  Foody.  I  don't  remember  that  exact  number.  I  seem  to 
recall 

Senator  Armstrong.  Ten  percent  greater? 

Mr.  Foody.  More  than  like  price.  That  would  be  my  guess.  But  I 
may  be  wrong.  So  I  would  rather  hold  it  and  submit  the  actual 
numbers. 

Senator  Armstrong.  Could  you  submit  that  for  the  record? 

Mr.  Foody.  Yes.  I  would  have  to  ask;  I'm  not  in  the  position  to 
make  that  judgment. 
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Mr.  Redmond.  Yes. 

Senator  Armstrong.  I  think  that  what  we  are  coming  down  to, 
and  I  gather  from  Mr.  Levin's  remarks  that  he  really  doesn't  doubt 
the  validity  of  this  as  a  predictive  instrument,  and  so  I  am  not  sure 
that  the  fate  of  the  bill  will  really  hang  on  this  point  anyway.  I 
don't  want  to  put  you  to  a  lot  of  trouble.  I  think  that  there  may  be 
many  members  of  the  Senate  who  would  be  inclined  to  go  along 
with  Mr.  Levin's  point  of  view,  if  the  predictive  value  of  it  is  not 
very  important. 

In  other  words,  if  we  are  really  talking  about  a  minor  change  in 
credit  worthiness,  if  the  people  in  these  class  1  ZIP  codes  are  really 
pretty  much  like  others,  but  just  a  shade  less  Gredit  worthy  then 
that  is  one  thing. 

On  the  other  hand,  I  think  there  might  be  many  of  us  who  would 
be  more  concerned  if  the  credit  losses  in  these  were  of  such  magni- 
tude that  they  would  drastically  affect  the  cost  of  credit  extended 
nationwide  and  thereby  I  presume  the  cost  of  credit  to  the  consum- 
ers. 

So,  if  it  would  be  possible  to  submit  that,  that  would  be  helpful.  I 
would  like  to.  pin  down  your  comment  about  redlining.  You  men- 
tion in  your  letter  that  Amoco  does  not  redline  neighborhoods  by 
the  use  of  ZIP  codes  or  by  any  other  means.  I  want  to  be  sure  we 
are  talking  about  the  same  kind  of  terms.  Would  you  tell  us  what 
you  mean  by  redlining,  and  how 

Mr.  Redmond.  I  suspect  it  has  many  meanings.  There  is  nothing 
in  our  system  that  predetermines  a  ZIP  code  area  will  not  get  a 
credit  card. 

Senator  Armstrong.  Even  if  I  live  in  one  of  these  239  prescribed 
ZIP  codes,  I  can  still  get  a  credit  card? 

Mr.  Redmond.  Certainly,  sir. 

Senator  Armstrong.  In  other  words,  this  is  just  one  of  the  fac- 
tors that  you  use  in  determining  whether  or  not  to  grant  a  credit 
card? 

Mr.  Redmond.  Yes,  sir. 

Senator  Armstrong.  Do  we  have,  Mr.  Chairman,  some  evidence 
prior  to  this,  so  that  I  don't  cover  the  same  ground  as  to  the  weight 
of— how  important  a  factor  this  is  in  determining  a  granting  of  a 
credit  card?  Has  that  been  adequately  explored  previously? 

Senator  Tsongas.  I  think  we  have  letters  both  from  Amoco  and 
others  which  go  into  the  percentages.  When  my  time  comes  I  will 
read  an  example  of  what  we  are  referring  to.  Here  is  Colorado  in 
terms  of  the  ZIP  code  violations. 

Senator  Levin.  We  should  have  asked  you  to  predict  where  you 
live  before  you  look  at  that. 

Senator  Armstrong.  That  is  what  I  was  looking  for.  [Laughter.] 

Mr.  Chairman,  I  don't  think  I  have  any  further  questions.  I 
might  have,  after  reviewing  the  correspondence.  I  want  to  pin 
down  for  sure,  how  important  a  factor  that  is,  because  if  it  is  just 
one  of  a  lot  of  factors  thrown  into  the  hat  and  is  10  percent  of  the 
decision,  that  is  one  thing. 

On  the  other  hand,  if  it  really  means,  as  a  practical  matter,  that 
someone  who  is  otherwise  well  qualified  to  receive  a  credit  card 
could  not  get  one,  if  they  happen  to  live  in  ZIP  code  80203,  then 
that  would  be  a  different  question.  How  significant  the  weight  is, 
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and  if  that  is  already  on  the  record,  I  will  refer  to  that  when  the 

time  comes. 

Mr.  Blackwell.  Because  of  the  consideration  that  things  are 
constantly  changing,  once  this  legislature  has  been  passed,  let's  say 
it  is  passed,  it  certainly  would  forestall  ever  having  the  opportunity 
to  use  it  again.  And  it  will  be  limiting  information  that  perhaps 
should  be  available  in  the  future. 

LEGISLATION   WOULD   FORCE   ISSUE   OF   CREDIT   CARDS 

Senator  Armstrong.  Have  we  pinned  down  the  fact  that  this 
legislation,  as  it  is  presently  written,  would  actually  force  you  to 
issue  credit  cards  even  in  a  State  where  you  don't  do  business? 

Senator  Tsongas.  We  resolved  that  that  would  not  be  the  case. 

Senator  Levin.  We  can  correct  any  implication  that  it  would. 

Senator  Armstrong.  Thanks. 

Senator  Tsongas.  I  want  to  just  read  an  example.  And  then  I 
would  like  to  get  to  the  issue  of  how  would  you  amend  the  lan- 
guage. This  is  an  actual  case. 

A  person  who  applies  for  a  credit  card  and  lives  in  the  lowest 
ranked  ZIP  code  in  Washington,  D.C.  Will  achieve  a  score  that  is 
over  44  points  lower  than  an  identical  applicant  living  in  the 
highest  ranked  ZIP  code  in  Iowa.  In  addition,  the  District  applicant 
must  pass  a  cutoff  score  of  63;  the  Iowa  applicant  need  only  obtain 
45  points  for  approval.  Therefore,  the  applicant  from  Washington, 
D.C.  must  achieve  62  more  points  than  the  Iowa  applicant  on  the 
other  scored  factors  in  order  to  be  approved  for  credit. 

That  is  an  actual  case.  Would  you  not,  given  that  suggestion, 
agree  that  ZIP  codes  are  significant? 

Mr.  Redmond.  Yes,  sir.  That  is  our  system. 

Senator  Tsongas.  You  obviously  don't  have  any  problem  with  it. 
Tell  me  what  you  think  would  happen  if  someone  in  your  position 
went  in  to  the  president  of  a  major  company  such  as  yours,  and 
said,  you  know,  I  don't  think  that  we  ought  to  do  this,  because  it 
has  implications  on  the  revitalization  of  cities.  You  wouldn't  want 
to  try  that,  would  you?  [Laughter.] 

Senator  Tsongas.  That  is  not  your  job,  is  it,  to  worry  about  that 
kind  of  thing? 

Mr.  Redmond.  No.  We  are  one  of  the  biggest  employers  in  the 
city  of  Chicago.  A  senior  executive  in  our  company  works  on  a  city 
government  business  committee  that  is  directly  and  wholehearted- 
ly dedicated  to  the  problems  of  the  city.  Problems  of  the  inner  city. 
Such  a  gentleman  would  respond,  I  think,  with  great  thought  and 
reflection  on  the  question  you  have  just  asked. 

Senator  Tsongas.  If  he  is  so  concerned  about  what  is  happening 
in  the  cities,  maybe  he  could  raise  the  point  with  the  president  of 
the  corporation. 

Mr.  Redmond.  Yes.  He  would  ask  me  the  same  questions,  though. 
He  would  say,  Why  is  it  in  our  system  and  what  are  our  objectives, 
why  are  you  using  this,  what  happens  if  we  take  it  out? 

The  very  same  questions  we  are  asking  ourselves  and  you  are 
asking  us. 

Senator  Tsongas.  The  response  is,  our  company  is  better  off  with 
this  criteria  in  the  system. 
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Mr.  Redmond.  We  have  two  choices,  and  I  think  I  have  alluded 
to  them.  If  we  want  to  maintain  the  same  general  level  of  costs  of 
the  system,  while  I  would  be  giving  credit  cards  to  applicants  in 
the  now  restricted  ZIP  code  areas,  I  would  take  them  away  from  all 
other  areas.  Since  we  don't  know  who  these  people  are,  because  we 
don't  ask  them  their  race  or  religion  or  anything  else,  it  is  equally 
difficult  to  know  who  doesn't  get  the  card. 

Senator  Tsongas.  Assuming  that  point.  Assuming  it  does 
happen,  that  people  that  you  would  accept  in  the  system  would  be 
accepted  because  of  factors  that  go  to  their  personal  creditworthi- 
ness, isn't  that  the  case,  as  opposed  to  where  they  happen  to  live? 

Mr.  Redmond.  I  think  you  are  going  to  the  point,  if  they  are  not 
excluded,  if  they  were  excluded  from  our  system  because  of  the  ZIP 
code  deletion,  that  we  would  put  in  some  other  test  of  personal 
credit  records. 

Senator  Tsongas.  That  is  what  the  other  companies  are  doing. 

Mr.  Redmond.  We  would  make  the  decision  on  the  other  factors. 
We  would  take  the  surviving  13  factors  and  use  them.  The  math- 
ematician says  the  predictive  ability,  to  know  if  that  is  a  bad 
account  or  not,  diminishes. 

Senator  Tsongas.  Most  companies  have  one  vice  president  as- 
signed to  care  about  cities,  and  to  be  up  front  and  all  that.  It  seems 
to  me  when  you  come  down  to  policies  that  really  do  impact,  it 
really  is  unfair  for  those  ZIP  codes  in  Colorado  or  Massachusetts  to 
be  so  designated,  at  least  in  one  Senator's  opinion. 

How  many  people  do  you  need  to  create  a  ZIP  code.  It  is  as  low 
as  20,  is  it  not? 

Mr.  Foody.  In  the  No.  2  grade,  it  is  as  low  as  20.  I  don't  know  if 
this  is  part  of  the  record,  but  the  formula  we  submitted  along  with 
the  letter  we  submitted  also,  is  such.  You'll  have  to  look  at  that 
formula  carefully.  You  will  see  if  there  are  few  people,  the  differ- 
ence in  the  performance  between  that  ZIP  code  and  between  the 
national  average  must  be  very  great  in  order  for  it  to  be  classified 
anything  other  than  average. 

So  even  if  there  are  30,  40,  or  50  accounts  in  a  ZIP  code  it  is 
unlikely,  unless  the  observed  performance  is  radically  different 
from  the  average,  that  it  could  be  classified  anything  other  than 
average. 

Senator  Tsongas.  How  would  you  amend  the  language  to  meet 
the  social  issues  that  we  have  discussed,  even  if  you  don't  agree 
with  them,  necessarily,  but  do  not  do  damage  to  legitimate  needs 
for  a  credit  card  scoring  do  not  force  you  into  areas,  that  kind  of 
thing.  How  would  you  amend  the  language? 

Mr.  Blackwell.  I  am  afraid  I  haven't  come  up  with  any  good 
words  here,  today.  And  I  haven't  seen  that  the  question  is  a  prob- 
lem. So  I  think  we  are  trying  to  find  a  solution  where  no  problem 
exists.  So  I  have  no  suggested  solution. 

Senator  Tsongas.  If  you  could  confer  with  your  counsel,  if  you 
could  give  some  thought  to  that  and  submit  it  to  the  committee,  I 
think  we  would  be  interested  in  targeting  language  in  such  a  way 
that  we  can  resolve  the  problem  without  causing  you  any  more 
burdens  than  is  necessary. 

Senator  Levin.  I  would  like  to  go  back  to  the  number  of  people 
who  need  to  be  in  a  ZIP  code  before  you  classify  that  ZIP  code;  20 
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is  the  minimum,  I  gather,  but  it  has  to  be  radically  different  in 
result  in  order  for  them  to  be  considered.  What  is  the  margin  of 
error  on  that  small  of  a  sample,  do  you  know? 

Mr.  Foody.  Using  the  particular  formula  we  are  using,  assuming 
normal  distribution  which  is  not  quite  accurate,  it  is  something 
like  one  in  100,000,  we  are  not  quite  exactly  normally  distributed. 
So  you  can't  give  a  good  mathematical  answer,  but  it  should  be 
something  in  that  range. 

Senator  Levin.  Even  though  you  use  20  as  your  minimum? 

Mr.  Foody.  Because  of  the  type  of  formula  we  are  using,  the 
formula  also  takes  into  account  the  number  of  people  in  the  ZIP 

code. 

Senator  Levin.  Mr.  Redmond,  you  wrote  Senator  Tsongas  a  letter 
which  has  a  sentence  in  it  which  is  really  a  startling  statement, 
and  I  would  like  to  give  you  a  chance  to  expand  on  it. 

Mr.  Redmond.  Which  one?  Where  is  it? 

Senator  Levin.  There  are  a  number  but  I  will  pick  out  just  one. 
[Laughter.] 

Our  experience  convinces  us  that  if  individuals'  applications  show  them  to  be 
exactly  alike  in  every  respect  except  for  their  place  of  residence,  the  probability 
that  they  will  eventually  become  delinquent  will  still  be  different. 

Mr.  Redmond.  As  I  understand  it,  that  is  a  true  statement.  I 
would  again  turn  to  my  mathematician  or  statistician  to  elaborate 
on  why  that— or  how  he  would  elaborate  on  that  statement. 

Mr.  Foody.  I  don't  think  we  want  to  give  away  to  our  friends 
exactly  how  we  give  this,  but  in  fact,  what  we  are  doing  is,  before 
we  include  ZIP  code  in  the  model,  we  take  into  account  all  of  the 
other  factors  that  we  know  about  that  person.  We  have  already 
taken  that  into  account.  All  of  the  people  are  tested  with  all  of  the 
other  factors  and  then  we  see  if  ZIP  codes  still  explain  the  differ- 
ence in  performance,  after  we  have  taken  into  account  their 
income  and  everything  else. 

It  turns  out  that  ZIP  code  is  still  an  explanatory  factor  above 
and  beyond  all  the  other  data.  It  is  very  statistically  significant. 

Senator  Levin.  When  you  removed  ZIP  code  in  order  to  test  the 
predictive  value  of  ZIP  code,  did  you  reweight  the  remaining  13 
factors? 

Mr.  Foody.  Yes.  We  re  weigh  ted  and  then  tried  to  see  if  there 
were  some  other  factors  that  could  be  brought  in  that  might  take 
the  place  of  ZIP  code,  and,  as  it  turned  out,  there  were  not. 

Senator  Levin.  I  have  a  number  of  questions. 

Senator  Tsongas.  There  were  not? 

Mr.  Foody.  There  were  not.  The  other  factors  that  remained  out 
still  remained  outside  the  model  when  we  removed  ZIP  code. 

GEOGRAPHY   NO   LONGER   CONSIDERED 

Senator  Levin.  If  I  could  address  a  number  of  questions  to  the 
representative  of  Mobil.  You  indicated  that  you  no  longer  consid- 
ered geography  as  a  predictive  variable. 

Is  that  a  fair  statement? 

Mr.  Blackwell.  Within  each  region. 

Senator  Levin.  But  geography  itself— the  location  of  ones  resi- 
dence is  no  longer  weighted  inside  your  system? 
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Mr.  Blackwell.  Only  that  there  are  five  divisions  in  the  United 
States,  and  within  them,  no,  there  are  not.  Whatever  information 
is  available  on  the  application,  those  characteristics  that  are  scored 
are  correlative  and  work  with  one  another  within  that  geography, 
much,  probably  in  the  same  way  it  does  in  any  other  system  that 
has  credit  scoring,  and  has  geography  in  some  manner. 

Senator  Levin.  Prior  to  1979,  at  least  for  a  few  years,  you  as- 
signed points  to  the  region  in  which  people  lived,  is  that  true? 

Mr.  Blackwell.  Yes,  sir. 

Senator  Levin.  Did  you  assign  points  to  the  ZIP  code  in  which 
people  lived? 

Mr.  Blackwell.  No.  By  State  or  region. 

Senator  Levin.  Was  it  State  or  region. 

Mr.  Blackwell.  For  example,  the  implementing  number  would 
be  a  ZIP  code  number,  because  our  computer  can  interpret  a 
number,  but  it  would  simply  consider  all  those  numbers  within  the 
group  included  in  a  State  or  in  a  three-State  or  seven-State  region. 

Senator  Levin.  We  spoke  about  Mrs.  Selick's  case,  which  started 
this. 

Mr.  Blackwell.  As  a  matter  of  fact,  the  application  we  have  is 
from  Mr.  Selick,  and  it  was  signed  by  only  Mr.  Selick,  and  his  was 
the  only  information  that  was  considered. 

Senator  Levin.  In  the  Selick  case,  was  the  reference  that  the 
rejection  was  based  on  geographic  location,  a  reference  to  the  State 
in  which  they  lived  or  the  region  in  which  they  lived? 

Mr.  Blackwell.  The  region  of  Michigan-Ohio-Kentucky. 

Senator  Levin.  One  of  the  two  principal  reasons  why  Mr.  Selick's 
application  was  rejected  is  because  it  was  stated,  is  because  he 
lived  in  Michigan,  Ohio,  or  Kentucky? 

Mr.  Blackwell.  Those  principal  reasons,  measured  with  all  of 
the  other  reasons.  You  simply  cannot  separate  them,  as  legislation 
might  indicate. 

Senator  Levin.  Isn't  it  true  that  your  letter  to  them  and  to 
thousands  of  others  would  make  this  statement  relative  to  geo- 
graphic location;  a  principal  reason  for  your  rejection  is  the  geo- 
graphical location  of  your  residence? 

Mr.  Blackwell.  The  letter  was  sent  to  Isaac  Selick.  I  don't  know 
about  the  other  thousands. 

Senator  Levin.  Do  you  know  how  many  people  were  rejected 
where  the  reason  was  given  as  the  geographic  location? 

Mr.  Blackwell.  No.  Geography  was  about  8V2  percent  of  our 
information  value.  So  it  was  that  important. 

Senator  Levin.  Was  that  the  language  that  you  used,  a  principal 
reason? 

Mr.  Blackwell.  Yes,  it  is  the  language  required  in  the  regula- 
tion. 

Senator  Levin.  What  you  are  saying,  as  I  understand  it,  is  that 
you  no  longer  give  points  to  people  inside  your  systems,  your  five 
systems,  based  on  the  region,  ZIP  code,  State,  in  which  they  live? 

Mr.  Blackwell.  Yes,  sir. 

Senator  Levin.  I  take  it  you  no  longer  feel  you  need  to  do  that? 

Mr.  Blackwell.  We  don't  need  to  because  we  have  the  new 
system.  We  put  a  lot  of  things  into  that  system  to  design  a  region, 
such  as;  our  collectibility,  our  marketing  regions,  our  key  markets, 
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the  number  of  stations,  the  flow  of  applications,  to  determine  how 
the  regions  would  be  alined. 

Senator  Levin.  Is  it  fair  to  say  you  decided  you  no  longer  need  to 
assign  points  based  on  where  they  live  inside  your  five  regions? 

Mr.  Blackwell.  In  our  present  system.  I  certainly  would  not 
want  to  limit  either  Mobil  or  any  other  firm  using  credit  scoring  in 
the  future. 

Senator  Levin.  I  think  we  understand  that. 

Mr.  Blackwell.  Or  to  say  it  is  not  valuable  later. 

Senator  Levin.  I  think  we  understand  that  from  your  testimony, 
but  trying  to  get  a  direct  answer  to  what  I  think  is  a  direct 
question? 

Mr.  Blackwell.  Yes. 

Senator  Levin.  Why  did  you  drop  the  location  of  one's  residence 
as  a  predictive  variable? 

Mr.  Blackwell.  Well,  it  wasn't  dropped.  You  mean  why  did  we 
change  our  system? 

Senator  Levin.  Yes. 

Mr.  Blackwell.  As  I  indicated  earlier,  we  have  changed  it  three 
times  since  1973. 

Senator  Levin.  You  say  you  are  still  using  geographic  location  of 
residence  as  a  predictive  variable? 

Mr.  Blackwell.  Only  as  it  applies  to  all  of  those  persons  in  a 
region. 

Senator  Levin.  In  one  of  your  five  regions? 

Mr.  Blackwell.  Yes. 

Senator  Levin.  In  terms  of  the — how  many  regions  did  you  use? 

Mr.  Blackwell.  We  had  16  separate  locations.  It  amounted  to 
seven  different  available  scores;  16  regions. 

Senator  Levin.  Sixteen  different  points?  Different  scores  were 
given? 

Mr.  Blackwell.  Seven. 

Senator  Levin.  Could  you  tell  us  what  those  seven  regions  were 
and  what  scores  they  got? 

Mr.  Blackwell.  I  can't.  I  probably  wouldn't  want  to  in  this 
forum,  because  it  is  a  public  forum. 

I  could  probably  make  that  information  available  to  you,  confi- 
dentially. 

Senator  Levin.  Is  it  fair  to  say  that  it  could  make  a  difference,  it 
could  have  made  a  difference  under  your  previous  system,  in  effect 
until  early  1979,  as  to  which  of  those  seven  regions  you  lived  in? 

Mr.  Blackwell.  Only  as  to  how  the  information  was  correlated. 
You  could  be  a  lumberjack  in  Seattle  and  have  a  good  job,  but  in 
Manhattan,  it  wouldn't  be  as  good  a  job. 

Senator  Levin.  You  assign  points  to  the  region  in  which  people 
lived?  [Laughter.] 

Mr.  Blackwell.  Sir? 

Senator  Levin.  I  am  trying  to  understand  what  your  previous 
system  was.  You  didn't  give  points  or  subtract  points  to  people 
based  on  the  seven  regions  in  which  they  might  have  lived? 

Mr.  Blackwell.  Yes. 

Senator  Levin.  And  which  of  those  seven  regions  in  which  they 
lived  could  have  been,  and  was  in  many  cases  a  principal  reason 
for  their  not  being  given  credit. 
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Mr.  Blackwell.  In  which  of  those  regions? 
Senator  Levin.  Yes. 
Mr.  Blackwell.  In  any  of  them. 

Senator  Levin.  In  any  it  could  have  affected  whether  they  got 
credit? 
Mr.  Blackwell.  Yes. 

LOCATION    NOT    RACE   OR   RELIGION 

Senator  Levin.  Do  you  believe  that  whether  or  not — let  me  re- 
state. 

Do  you  think  that  people  ought  to  be  judged  based  on  where  they 
live,  more  than  they  should  be  judged  on  their  race  or  religion? 

Mr.  Blackwell.  Yes. 

Senator  Levin.  Would  you  tell  us  why? 

Mr.  Blackwell.  I  believe  as  we  stated  earlier,  race  or  religion 
are  something  that  we  simply  would  not  use.  It  is  socially  incor- 
rect. I  don't  believe  that  geography  has  been  proven  or  has  been 
shown  to  have  any  correlation  to  a  protected  group. 

Senator  Levin.  If  a  demonstration  could  be  made  to  your  compa- 
ny that  there  were  negative  social  consequences  from  the  use  of 
geography,  might  that  change  your  company's  policy? 

Mr.  Blackwell.  I  think  that  is  probably  what  is  necessary  here, 
before  we  go  ahead  with  the  legislation. 

Senator  Levin.  You  might  then  agree,  if  you  could  be  given  that 
information  as  to  the  impact  of  the  use  of  geography? 

Mr.  Blackwell.  Certainly. 

Senator  Armstrong.  Could  I  pursue  one  question? 

Perhaps  this  is  exactly  the  question  that  Mr.  Levin  was  getting 
at.  I  wasn't  sure  I  understood  the  import  of  the  question  to  which 
you  responded  that  you  regarded  it  as  confidential. 

And  if  I  am  asking  the  same  question  again,  then  give  me  the 
same  answer,  but  it  occurs  to  me  that  in  order  to  really  measure 
the  significance  of  this  question,  that  the  test  is  how  many  people 
are  asking  for  credit  and  being  denied?  Is  it  proprietary  informa- 
tion to  ask  you  how  many  people  applied  for  credit  nationwide, 
how  many  of  them  are  denied,  and  how  many  of  them  are  in  these 
239  ZIP  code  areas?  Maybe  that  is  exactly  the  question  Mr.  Levin 
was  getting  at. 

Mr.  Blackwell.  Let's  see.  I  believe  the  239  ZIP  code  areas  are 
ones  that  Mr.  Redman  has. 

Senator  Armstrong.  That's  correct.  I  was  about  to  ask  him  the 
same  question.  I  don't  want  to  lead  you  into  something  that  you  do 
regard  as  proprietary  information,  but  what  I  am  really  wondering 
about  is  this:  If  we  are  talking  about  a  large  number  of  people 
applying  for  credit  and  a  large  number  being  denied,  that  is  one 
thing. 

But  if  we  are  talking  about  a  small  number,  and  if,  when  we  get 
right  down  to  it  a  tiny  number  in  those  239,  which  is  kind  of  my 
instinct,  without  knowing  much  about  it,  then  I  think  that  weighs 
quite  differently  than  if  we  are  talking  about  truly  a  large  number 
of  people  whose  credit  is  being  denied  in  this  group  of  ZIP  codes 
that  have  been  classified. 

Mr.  Blackwell.  I  would  think,  at  least  in  our  system,  previously, 
this  is  the  relationship  that  the  importance  of  the  characteristic — 
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and  let's  call  it  geographic  location  or  maybe  it  is  occupation— is 
listed  in  about  the  same  ratio  as  its  importance  to  the  scoring 
system,  about  as  often. 

Senator  Armstrong.  What  does  that  mean? 

Mr.  Blackwell.  That  it  is  the  principal  reason  for  denial. 

Senator  Armstrong.  What  I  was  getting  at,  and  maybe  I  should 
address  this  more  to  Mr.  Redmond,  since  his  company  does  use  the 
ZIP  code  system,  is  how  many  people  are  we  talking  about? 

Is  that  something  that  you  can  say  you  know? 

Mr.  Redmond.  We  would  have  to  look  into  it,  Senator.  We  have 
an  approval  rate  of  about  65  percent  of  all  of  the  applicants  we 
have,  give  or  take  a  couple  of  percent,  as  long  as  I  have  been  aware 
of  the  business.  That  is  the  general.  Now,  if  you  want  to  go  within 
that  and  ask  for  cuts,  we  would  have  to  see  if  we  can  develop  them. 

Senator  Armstrong.  Let  me  say  this,  my  own  final  evaluation  of 
whether  I  want  to  support  this  bill,  will  really,  I  think,  come  down 
to  a  couple  of  factors.  One  is  the  thing  that  I  was  discussing  with 
the  gentleman  on  the  end,  earlier.  And  that  is  the  issue  of  what  is 
really  the  credit  experience  in  these  239  ZIP  code  areas.  If  they  are 
only  a  little  different  than  the  rest  of  the  population,  then  that  is 
one  thing. 

If  they  are  markedly  different,  do  you  think  that  they —  the 
inclusion  of  credit  applications  from  these  areas  would  markedly 
affect  the  entire  credit  system  and  the  cost  of  credit  to  consumers, 
then  I  would  think  particularly  in  a  time  of  inflation  that  would  be 
a  serious  consideration.  But  if  we  are  talking  about  a  handful  of 
people  in  a  handful  of  neighborhoods,  then  there  is  a  real  question 
in  my  mind  whether  or  not  we  need  a  national  law. 

If  there  are  thousands  of  people  and  they  are  seriously  inconven- 
ienced, and  they  can't  get  credit  from  you  and  they  can't  get  credit 
from  Mobil  and  they  can't  get  credit  from  Sears  and  Wards,  and 
Visa,  Mastercharge,  and  whoever,  then  I  think  that  is  a  fair  ques- 
tion. 

It  also  goes  back  to  the  question  that  I  addressed  to  the  gentle- 
man from  the  attorney  general's  office  of  whether  or  not  it  is  a 
problem  that  is  more  appropriate  for  experimentation  at  the  State 
level  before  we  can  enact  a  national  statute.  So  please  give  us 
information  on  that.  I  would  be  pleased.  And  I  think  others  on  the 
committee  would  be  too. 

Mr.  Redmond.  We  will. 

Senator  Levin.  I  have  one  more  question.  First,  to  Mobil.  Are 
your  credit  screening  standards  and  objectives  the  same  in  all  of 
your  regions? 

Mr.  Blackwell.  The  characteristics  aren't  all  the  same.  Many  of 
them  are  duplicated  in  the  regions. 

Senator  Levin.  Are  your  screening  standards  and  objectives — 
does  your  system,  does  it  generate  the  same  percentage  of  risk  in 
all  of  the  areas? 

Mr.  Blackwell.  There  is  a  different  score  level  in  each  of  the 
regions.  The  difference  in  approval  rate  probably  varies  a  few 
percentage  points. 

Senator  Levin.  Does  that  mean,  it  is  not  intended  to  generate 
the  same  percentage  of  risk,  approximately  the  same  percentage  of 
risk? 
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Mr.  Blackwell.  Yes;  it  is  generated  to  get  the  same  percentage 
of  risk. 

Senator  Levin.  And  if  I  could  ask  the  representative  of  Amoco 
the  same  question  relative  to  ZIP  Codes.  Are  your  credit  screening 
standards  and  objectives  the  same  in  all  of  your  ZIP  codes? 

Mr.  Redmond.  We  just  have  one  master  system,  as  opposed  to 
their  regions.  The  point  scores  applied  analysis  is  equal  across  the 
whole  system. 

Senator  Tsongas.  One  final  question,  some  of  the  parlance  of 
this  bill  says,  "Look  most  people  agree  this  is  not  that  important.  It 
has  certain  social  costs;  and  by  the  time  you  get  around  to  passing 
this  thing,  nobody  would  have  the  system,  so  why  bother?" 

Is  it  fair  to  say  that  Amoco  is  in  this  to  the  bitter  end,  as  they 
say? 

Mr.  Redmond.  Credit  cards  are  awfully  important  to  our  systems, 
Senator — awfully  important. 

Senator  Tsongas.  Is  that  another  was  of  saying  yes? 

Mr.  Redmond.  Yes. 

Senator  Tsongas.  I  appreciate  you  coming,  and  if  you  could 
respond  on  the  issue  of  amending,  I  would  appreciate  it. 

Mr.  Redmond.  Sure  will. 

[The  following  was  ordered  inserted  in  the  record:] 

U.S.  Senate, 
Washington,  D.C.,  June  13,  1979. 

Mr.  T.  B.  Redmond, 

Vice  President  of  Planning  and  Administration, 

Amoco  Oil  Co.,  Chicago,  III. 

Dear  Mr.  Redmond:  Thank  you  for  taking  the  time  to  appear  before  the  Consum- 
er Affairs  Subcommittee  to  testify  on  Senate  bill  15.  At  this  time  I  would  like  to 
reiterate  a  couple  of  questions  to  which  I  would  like  you  to  respond  for  the  record.  I 
would  appreciate  your  responses  to  these  questions  at  your  earliest  convenience, 
though  hopefully  before  July  2,  1979. 

My  first  concern  is  to  try  and  get  a  sense  for  what  the  credit  loss  and/or 
delinquincy  experience  is  in  the  Class  1  zip  codes  relative  to  the  other  four  classes, 
particularly  Class  3.  It  would  be  very  helpful  if  you  could  compare  the  dollar 
amount  or  percentage  of  accounts  which  were  written  off  and/or  seriously  delin- 
quent for  the  five  different  classes,  during  a  set  period  of  time  prior  to  the  develop- 
ment of  the  present  credit  scoring  system.  In  other  words,  I  would  like  to  know 
what  was  the  delinquency  and  loss  experience  in  those  zip  codes  which  justified 
their  categorization  into  a  Class  1  or  2. 

Secondly,  I  would  like  to  know  how  many  people  are  being  denied  credit  in  those 
239  zip  code  areas  in  Class  1  relative  to  the  rest  of  the  nation,  and  what  effect  did 
the  zip  code  characterization  have  on  those  denials. 

I  appreciate  your  responding  to  these  questions,  and  thank  you  again  for  your 
considered  testimony  on  S.  15. 
Sincerely, 

William  L.  Armstrong. 


Amoco  Oil  Co., 
Chicago,  III,  July  9,  1979. 
Senator  William  L.  Armstrong, 

Consumer  Affairs  Subcommittee,  Committee  on  Banking,  Housing,  and  Urban  Af- 
fairs, U.S.  Senate,  Washington,  D.C. 
Dear  Senator  Armstrong:  Thank  you  for  your  letter  of  June  13,  requesting 
additional  information  on  Amoco  Oil's  Credit  Issuance  system.  We  are  happy  to 
provide  this  information  for  the  Subcommittee's  hearings  on  S.15. 

You  asked  first  for  our  credit  loss  and  delinquency  experience  in  the  various  zip 
code  classes  during  a  period  prior  to  development  of  the  present  scoring  system.  The 
attached  Table  I  summarizes  the  performance  of  all  point-scored  accounts  issued  in 
1975.  The  table  contains,  for  each  zip  class,  the  number  of  accounts  which  became 
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seriously  delinquent  within  24  months  of  issuance,  as  a  per  cent  of  all  accounts 
issued.  It  also  contains  the  per  cent  increase  or  decrease  in  the  bad  debt  write-offs 
per  account  issued  compared  with  Class  3.  Please  note  that  the  average  write-off  per 
account  issued  in  Class  1  was  277  per  cent  of  that  in  Class  3. 

These  figures  actually  understate  the  extent  to  which  the  delinquency  of  appli- 
cants from  Class  1  zip  code  areas  exceeds  that  of  applicants  from  Class  3  areas.  The 
figures  in  Table  I  are  based  on  the  accounts  actually  approved  by  the  point-scoring 
model  in  effect  during  1975.  But,  because  that  model  used  zip  delinquency  class  as  a 
scoring  factor,  only  the  better  applications  from  the  Class  1  area  were  approved. 
Thus,  without  the  use  of  zip  delinquency  class,  the  bad  debt  figurers  would  have 
been  even  higher  in  the  Class  1  areas. 

Your  second  question  related  to  the  impact  of  zip  delinquency  class  on  the  rate  of 
credit  denial  in  Class  1  zip  code  areas.  Table  II  contains  data  on  all  182  thousand 
point-scored  applications  received  in  the  first  quarter  of  this  year.  It  shows  that  1.6 
per  cent  of  those  applications  came  from  Class  1  zip  code  areas,  were  rejected,  but 
would  have  been  approved  had  they  come  from  Class  3  zip  code  areas.  It  should  be 
emphasized  that  this  is  not  the  percentage  of  additional  applications  from  these 
areas  which  would  be  approved  were  zip  delinquency  class  removed  from  the  point- 
scoring  system.  As  a  number  of  witnesses  at  the  hearings  pointed  out,  removal  of 
one  factor  from  a  model  will  require  a  "reweighting"  of  the  other  factors,  with 
higher  weights  going  to  those  factors  positively  correlated  with  the  factor  being 
removed.  Thus,  the  1.6  per  cent  figure  overstates  the  number  of  applications  which 
would  be  favorably  affected  by  removing  zip  delinquency  class  from  our  model. 

I  hope  that  this  material  answers  your  questions  and  will  be  of  assistance  in  the 
Subcommittee's  deliberations. 
Sincerely, 

T.  Redmond. 

TABLE  l.-PERFORMANCE  OF  POINT-SCORED  ACCOUNTS  ISSUED  IN  1975 

[By  ZIP  code  delinquency  class] 


Number  of  accounts 
Issued 


Percent  canceled1 
for  slow  pay 


Bad  debt  writeoffs1  per 
account  issued  as  a 
percent  of  class  3 


class: 


1. 

2. 
3. 

4. 
5 


3,791 

14,187 

228,307 

43,369 

26,361 


15.8 

11.4 

8.6 

8.6 

8.2 


+  277 
+  147 


-9 
■18 


1  Actions  taken  (cancellation  or  writeoff)  only  in  first  24  months  after  account  was  issued. 

TABLE  II—  PERCENT  OF  ALL  POINT-SCORED  CREDIT  CARD  APPLICATIONS  RECEIVED  1st  QUARTER,  1979 

[By  ZIP  code  delinquency  class] 


Total 
Applications ' 


Approved 


Rejected 


Affected  by 
ZIP  class  * 


Class: 


1 6.4  1.6 

2 8.6  3.8 

3 71.6  48.6 

4 9.0  7.5 

5 4.4  3.9 


4.8  1.6 

4.8  0.9 

23.0    

1.5    

0.5    


1  There  were  182,122  point-scored  applications  in  this  period. 

1  This  is  the  percent  of  all  applicants  who,  had  they  resided  in  Class  3  ZIP  Code  areas,  would  have  been  approved  by  the  current  model.  Note  that 
this  percentage  is  larger  than  the  number  of  additional  applications  which  would  be  approved  under  a  new  model  with  Zip  Code  removed. 
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Standard  Oil  Co.  (Indiana), 

Government  Affairs, 
Chicago,  III.,  July  9,  1979. 

John  E.  Quinn, 

Consumer  Affairs  Subcommittee,  Committee  on  Banking,  Housing,  and  Urban  Af- 
fairs, U.S.  Senate,  Washington,  D.C. 
Dear  Mr.  Quinn:  This  will  acknowledge  your  correspondence  of  June  26,  1979, 
and  hopefully  supply  the  information  Senator  Tsongas  has  requested. 

1.  Re  Amoco's  definition  of  delinquency  rates,  standards  used  for  the  variables  in 
their  system,  and  "bad"  account  criterion. 

(a)  Delinquency  is  defined  as  60  days  past  due  on  one  or  more  scheduled 
payments  for  the  purpose  of  determining  class  of  zip  code. 

(6)  Once  a  specific  zip  code  class  has  been  determined,  points  for  all  14 
variables  are  assessed  on  the  same  criteria. 

(c)  In  assigning  points  to  all  characteristics,  including  Zip  Code  Delinquency, 
the  same  definition  of  a  "bad"  account  is  used.  The  definition  of  a  "bad" 
account  is  based  entirely  on  the  degree  of  delinquency. 

2.  Re  Amoco's  assignment  of  cut-off  scores  to  market  areas  and  criterion  afore- 
mentioned is  based  on. 

Amoco  assigns  different  cut-off  scores  to  different  states.  The  assignment  of 
cut-off  scores  is  based  on  management  assessment  of  overall  profitability  of 
issuing  additional  accounts  in  that  state.  Profitability  depends  upon  market 
share,  transportation  costs,  the  marketing  facilities,  delinquency  losses,  competi- 
tive factors,  and  marketing  goals. 

3.  Re  Rescreening  of  delinquent  accounts 

Cancelled  accounts  are  rescreened  monthly  on  an  automatic  basis  and  those 
that  meet  certain  pre-established  criteria  will  be  reinstated.  The  criteria  and 
procedures  for  reinstatement  are  contained  on  the  attached  two  pages. 
We  hope  this  will  be  helpful  in  the  subcommittee's  efforts  to  draft  responsive 
legislation. 

Sincerely  yours, 

David  G.  Burden, 
Government  Affairs  Representative. 

AUTOMATIC   REINSTATEMENT — 9S   ACCOUNTS 

Accounts  are  eligible  for  automatic  reinstatement  and  issuance  of  replacement 
credit  cards  if: 

U)  The  account  is  not  permanently  canceled  (1653). 

(2)  The  account  has  been  brought  up  to  date,  and  maintained  in  a  current 
condition  for  a  period  of  six  (6)  months. 

MANUAL   REINSTATEMENT — 9S   ACCOUNTS 

The  decision  to  reinstate  an  account  involves  determining  whether  or  not  the 
account  can  be  maintained  in  accordance  with  our  terms.  Consideration  should  be 
given  to: 

U)  The  age  of  the  account; 

{2)  The  degree  of  delinquency; 

(3)  The  reason  for  non-payment;  and 

(4)  The  size  of  the  balance. 

If  the  aging  code  indicates  that  delinquency  has  been  a  chronic  problem  during  the 
past  thirteen  (13)  months,  the  customer  is  usually  given  a  four  (4)  to  six  (6)  month 
period  to  assure  us  of  on-time  payments  before  reinstatement  is  considered. 

Requests  for  reinstatement  should  be  acknowledged  by  telephone  or  by  letter.  If 
acknowledged  by  letter,  use  Form  Letter  023  (acknowledges  reinstatement)  or  Form 
Letter  557  (denies  reinstatement). 

Note:  Types  9B,  L,  W,  X,  Y,  Z,  cannot  be  reinstated.  For  specific  handling 
instructions,  refer  the  entire  file  to  the  Credit  Supervisor. 

Equal  Credit  Opportunity  Act,  Regulation  "B" 

MANUAL   REINSTATEMENT — 9S   ACCOUNTS — CONTINUED 

The  Equal  Credit  Opportunity  Notice,  which  should  be  included  in  all  written 
correspondence  answering  quiries  regarding  reinstatement  (when  request  is  denied) 
is  as  follows: 

"The  Federal  Equal  Credit  Opportunity  Act  prohibits  creditors  from  discrimi- 
nating against  credit  applicants  on  the  basis  of  race,  color,  religion,  national 
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origin,  sex,  marital  status,  age  (provided  that  the  applicant  has  the  capacity  to 

enter  into  a  binding  contract);  because  all  or  part  of  the  applicant's  income 

derives  from  any  public  assistance  program;  or  because  the  applicant  has  in 

good  faith  exercised  any  right  under  the  Consumer  Credit  Protection  Act.  The 

Federal  agency  that  administers  compliance  with  this  law  concerning  Amoco  is 

the  Federal  Trade  Commission,  Washington,  D.C.  20580." 

The  decision  to  reinstate  an  account  involves  determining  whether  or  not  the 

account  can  be  maintained  in  accordance  with  our  terms.  Consideration  should  be 

given  to: 

U)  Age  of  the  account; 
{2)  Degree  of  delinquency; 

(3)  Reason  for  non-payment; 

(4)  Size  of  the  balance. 

If  the  aging  code  indicates  that  delinquency  has  been  a  chronic  problem  during  the 
past  thirteen  (13)  months,  the  customer  is  usually  given  a  four  (4)  to  six  (6)  month 
period  to  assure  us  of  on-time  payments  before  reinstatement  is  considered. 

Requests  for  reinstatement  must  be  acknowledged  by  letter,  as  previously  stated. 
However,  types  9B,  L,  W,  X,  Y,  and  Z  cannot  be  reinstated.  See  above  section  for 
instructions  as  to  proper  bandling. 

Senator  Tsongas.  Governor  Teeters,  Board  of  Governors  of  the 
Federal  Reserve  Board,  and  Commissioner  Clanton  of  the  FTC. 

STATEMENTS  OF  NANCY  H.  TEETERS,  BOARD  OF  GOVERNORS, 
FEDERAL  RESERVE  BOARD;  AND  DAVID  A.  CLANTON,  COM- 
MISSIONER, FEDERAL  TRADE  COMMISSION,  ACCOMPANIED 
BY  LEWIS  GOLDFARB 

Senator  Tsongas.  You  can  always  tell  someone  has  worked  on 
the  Hill  by  their  brief  written  testimony,  having  sat  through  a  lot 
of  it  themselves. 

Governor. 

Ms.  Teeters.  Senator,  thank  you  very  much. 

I  am  happy  to  appear  before  this  subcommittee  to  address  the 
issues  raised  by  S.  15.  This  bill  would  amend  the  Equal  Credit 
Opportunity  act  to  prohibit  a  credit  card  issuer  from  discriminating 
in  any  aspect  of  the  issuance  or  use  of  a  credit  card  on  the  basis  of 
a  person's  place  or  residence.  In  part,  this  prohibition  is  directed 
toward  those  numerical  credit  scoring  systems  employed  by  card 
issuers  that  weight  ZIP  code,  census  tract,  or  a  similar  representa- 
tion for  the  applicant's  residence.  The  Equal  Credit  Opportunity 
Act  prohibits  discrimination  on  the  basis  of  race,  color,  religion, 
national  origin,  sex,  marital  status,  age,  receipt  of  public  assist- 
ance, or  exercise  of  federally  protected  consumer  rights.  A  creditor 
can  violate  the  act  either  by  discriminating  intentionally  on  a 
prohibitied  basis  or  by  engaging  in  credit  practices  that  have  the 
effect  of  discriminating. 

USES  OF   PLACE   OF  RESIDENCE   IN   GRANTING   CREDIT 

Obviously,  certain  uses  of  place  of  residence  in  granting  credit, 
especially  when  small  areas  are  considered,  can  discriminate  ille- 
gally. The  Board  agrees  that  such  uses  are  offensive  and  would  not 
oppose  a  congressional  prohibition.  However,  S.  15  raises  several 
general  issues  that  transcend  the  specific  proposal  and  it  repre- 
sents a  significant  departure  from  the  existing  prohibitions  in  the 
act.  Rather  than  identifying  a  specific  group  that  needs  protection, 
the  proposed  bill  forbids  the  use  or  consideration  of  a  particular 
characteristic,  place  of  residence.  When  use  of  place  of  residence 
does  discriminate  illegally,  then  the  effects  test  already  prohibits 
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use.  Detection  and  rectification  of  effects  tests  violations,  however, 
are  presently  complicated  by  the  need  for  case-by-case  judicial  pro- 
ceedings. 

However,  legislative  remedies  for  effects  test  problems  also  raise 
competing  considerations.  First,  it  is  not  always  clear  when  use  of 
a  particular  characteristic  has  the  effect  of  discriminating.  Correla- 
tion with  a  prohibited  basis  is  usually  less  than  perfect.  Moreover, 
the  degree  of  association  may  vary  from  creditor  to  creditor.  For 
example  scoring  ZIP  codes  in  New  York  City  is  more  likely  to  have 
an  illegally  discriminatory  impact  than  it  would  in  a  rural  area. 

Second,  there  is  the  problem  of  defining  the  prohibition  so  as  not 
to  preclude  legitimate,  nondiscriminatory  uses.  For  example,  iden- 
tifying place  of  residence  by  city  block  probably  would  discrimi- 
nate, whereas  identifying  it  by  State  probably  would  not.  The  State 
in  which  an  applicant  lives  might  be  important  to  a  national  credit 
card  issuer  since  higher  rate  ceilings,  lower  cost  creditor  remedies, 
or  the  existence  of  expedited  collection  procedures  could  require 
different  credit  standards.  Similarly,  for  the  local  credit  card 
issuer,  a  prohibition  on  considering  place  of  residence  would  pre- 
clude limiting  cards  to  customers  that  reside  within  its  trade  or 
market  area.  Like  many  factors  used  in  credit  decisions,  the  fact 
that  the  size  of  area  considered  forms  a  continuum  makes  it  even 
more  difficult  to  draw  the  line  between  legitimate  and  nonlegiti- 
mate  uses  of  particular  characteristics. 

Third,  limiting  the  legitimate,  nondiscriminatory  uses  of  charac- 
teristics will  adversely  affect  the  overall  accuracy  of  credit  deci- 
sions. This  is  likely  to  result  in  higher  costs,  less  favorable  terms, 
and  fewer  loans. 

It  may  be  that  the  use  of  ZIP  code  should  be  prohibited,  Congress 
should  take  note  of  the  fact  that  other  characteristics  can  be  called 
into  question.  For  example,  home  ownership  may  correlate  highly 
with  marital  status,  age,  and  race.  Bills  have  been  introduced 
prohibiting  the  use  of  occupation  and  title.  Almost  anything  relat- 
ed to  financial  status  is  likely  to  show  some  degree  of  correlation 
with  one  or  more  prohibited  bases. 

Although  the  effects  tests  considerations  I've  discussed  appear 
most  clearly  in  numerical  credit  scoring  models,  they  also  apply 
equally  to  judgmental  systems.  All  credit  analysis,  whether  per- 
formed by  loan  officers  or  credit  scoring  systems,  uses  the  principle 
that  past  credit  experience  predicts  future  credit  performance. 
Thus,  future  creditworthy  applicants  will  resemble  recent  cre- 
ditworthy borrowers.  A  judgmental  system  uses  the  experience  of 
its  credit  officers  to  estimate  the  profile  of  past  creditworthy  cus- 
tomers. A  credit  scoring  system  uses  statistics  to  measure  the 
characteristics  associated  with  repayment. 

A  common  argument  is  that  judgmental  credit  evaluation  sys- 
tems are  preferable  because  credit  officers  personally  review  each 
application  and  give  an  applicant  individual  treatment.  This  is 
contrasted  to  numerical  credit  scoring  systems  that  appear  to  be 
mechanistic  and  impersonal.  Furthermore,  they  often  include  fac- 
tors that  do  not  obviously  relate  to  credit  worthiness  and  do  not 
appear  to  consider  each  applicant  individually.  Interestingly,  some 
of  the  information  on  these  applications  is  viewed  as  offensive 
when  considered  explicitly  in  a  numerical  model,  but  is  the  very 
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same  information  customarily  used  in  the  judgmental  systems.  In 
truth,  both  judgmental  and  numerical  credit  systems  function  in 
almost  identical  fashions. 

Arguably,  properly  developed  scoring  systems  offer  significant 
advantages  over  judgmental  systems  to  creditors  and  applicants. 
First,  these  systems  have  the  capability  of  assessing  credit  worthi- 
ness more  accurately  than  judgmental  systems.  Credit  officers  may 
recall  past  experience  imperfectly  or  use  the  information  inaccu- 
rately. More  accurate  credit  analysis  benefits  applicants  with  fewer 
arbitrary  decisions  and  creditors  with  lower  costs.  As  a  result,  one 
might  expect  more  credit  or  more  favorable  terms  to  be  available 
in  the  long  run.  Second,  scoring  systems  insure  that  an  applicant 
will  be  treated  more  evenly,  both  from  credit  officer  to  credit 
officer  and  from  day  to  day,  than  judgmental  systems.  Third,  scor- 
ing systems  offer  less  opportunity  for  personal  prejudices  to  influ- 
ence credit  decisions.  Finally,  from  an  enforcement  perspective, 
numerical  systems  permit  evaluation  of  the  characteristics  scored 
and  how  the  analysis  considered  them.  In  contrast,  each  credit 
officer  balances  the  available  information  mentally,  so  that  a  regu- 
latory agency  or  a  person  denied  credit  cannot  replicate  the  judg- 
mental process.  This  makes  the  evaluation  of  judgmental  systems 
much  more  difficult. 

In  conclusion,  recognizing  the  problems  outlined  above  and  the 
precedent-setting  nature  of  the  proposed  legislation,  the  Board 
would  not  oppose  a  prohibition  such  as  contained  in  S.  15,  if  limit- 
ed to  a  census  tract  identification  number,  the  last  two  digits  of  a 
ZIP  code,  or  similar  identifiers,  and  if  Congress  determines  that 
explicit  consideration  of  place  of  residence  should  be  barred  be- 
cause its  use  is  likely  to  have  an  illegally  discriminatory  effect. 
Thank  you  for  the  opportunity  to  appear  here  today.  I  will  be 
pleased  to  answer  any  questions  you  may  have. 

Senator  Tsongas.  Would  you  identify  your  colleague  for  the 
record. 

Mr.  Clanton.  Mr.  Chairman  and  Senator  Levin,  I  appreciate  the 
opportunity  to  be  here  today. 

I  am  accompanied  by  Lewis  Goldfarb,  the  Assistant  Director  for 
Credit  Practices  of  the  Commission's  Bureau  of  Consumer  Protec- 
tion. 

At  the  outset  I  would  like  to  state  that  the  Commission  supports 
the  proposed  legislation  to  the  extent  that  it  would  facilitate  imple- 
mentation of  the  antidiscrimination  provisions  of  the  present  Equal 
Credit  Opportunity  Act. 

However,  the  breadth  of  the  proposed  amendment  may  reach 
beyond  what  is  needed  to  improve  enforcement  of  the  present  act, 
and  we  believe  the  committee  should  carefully  weigh  the  costs  and 
benefits  of  engrafting  a  broad  new  category  of  prohibited  conduct 
onto  the  existing  law. 

FTC   INTEREST 

The  Commission's  interest  in  this  legislation  is  twofold. 

First,  the  bill  would  promote  one  of  the  Commission's  primary 
enforcement  objectives  under  the  Equal  Credit  Opportunity  Act — 
the  elimination  of  geographic  characteristics  in  assessing  credit 
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applications  where  a  creditor's  use  of  such  factors  would  have  a 
racially  discriminatory  impact  on  credit  applicants. 

Second,  the  proposed  legislation  would  expand  the  Commission's 
enforcement  responsibilities  by  creating  a  new  class  of  protected 
credit  applicants — those  who  are  disadvantaged  by  their  place  of 
residence. 

Each  of  the  these  purposes  raises  different  policy  questions.  We 
would  like  to  discuss  these  in  the  context  of  our  enforcement 
experience  under  the  existing  law. 

It  has  been  our  experience  that  creditors  use  geographic  consid- 
erations in  their  credit  evaluation  systems  in  a  number  of  different 
ways.  There  are  variations  in  the  size  of  the  geographic  unit  built 
into  the  system,  such  as  ZIP  code,  telephone  area  code,  trade  area, 
State,  or  even  region  of  the  country. 

And  there  are  wide  variations  in  the  relative  significance  accord- 
ed to  the  geographic  characteristics  in  the  credit  scoring  system — 
with  some  systems  assigning  ZIP  code  a  value  accounting  for  as 
much  as  20  percent  of  the  total  passing  score. 

We  are  also  aware  that  some  national  creditors  use  credit  scoring 
systems  that  do  not  consider  geographic  characteristics  as  such,  but 
have  a  separate  system  for  each  store  location. 

It  could  be  argued  that  such  creditors  treat  applicants  differently 
on  the  basis  of  geographic  location. 

The  Commission's  concern  with  the  use  of  geographic  location 
has  focused  on  the  extent  to  which  it  has  a  disproportionately 
adverse  effect  on  members  of  the  racial  or  ethnic  classes  currently 
protected  under  the  act. 

Examining  credit  scoring  systems  with  that  objective  in  mind, 
the  Commission's  inquiries  have  been  directed  at,  first,  those  sys- 
tems that  assign  a  high  value  to  geographic  location  and,  second, 
those  systems  that  define  geographic  location  in  small  units,  par- 
ticularly where  such  units  are  circumscribed  to  include  a  largely 
homogeneous  population. 

The  Commission's  staff  has  been  investigating  several  companies 
that  utilize  geographic  location  in  their  credit  scoring  system  in  the 
manner  I  have  just  described.  In  the  course  of  these  investigations, 
staff  has  gathered  data  indicating  that  in  one  instance  at  least  the 
use  of  geographic  characteristic  ZIP  code  appears  to  have  a  dispro- 
portionately adverse  impact  against  blacks  living  within  certain 
metropolitan  areas. 

In  the  instance  of  brevity,  I  would  like  to  skip  over  to  the 
discussion  on  page  5,  relating  to  the  effects  test,  beginning  on  the 
bottom  of  page  5. 

While  the  Commission  supports  the  proposed  legislation  insofar 
as  it  serves  as  a  means  to  facilitate  compliance  with  the  existing 
prohibitions  in  the  Equal  Credit  Opportunity  Act,  there  are  some 
significant  issues  raised  by  the  breadth  of  the  proposed  prohibition 
that  should  be  carefully  considered  before  the  legislation  is  en- 
acted. 

By  enlarging  the  Equal  Credit  Opportunity  Act  to  include  a  new 
category  of  prohibited  conduct,  the  bill  would  establish,  as  a  matter 
of  public  policy,  that  creditors  should  not  differentiate  in  their 
treatment  of  applicants  on  the  basis  of  where  the  applicants  reside. 
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There  are  policy  reasons,  independent  of  the  racial  impact  of 
geographic  discrimination,  that  may  justify  a  broad  prohibition  of 
such  discrimination. 

One  of  the  policies  implicit  in  the  Equal  Credit  Opportunity  Act 
is  that  credit  applicants  should  be  judged  on  the  basis  of  character- 
istics, such  as  income  and  credit  history,  that  bear  a  meaningful 
relationship  to  their  willingness  and  ability  to  repaly. 

Analysis  of  credit  scoring  systems  may  show  that  place  of  resi- 
dence has  a  high  predictive  value  in  some  systems,  but  it  is  not 
apparent  that  this  factor  correlates  closely  with  either  the  willing- 
ness or  the  ability  of  an  individual  to  repay  credit. 

In  addition,  Congress  might  wish  to  prohibit  the  use  of  geograph- 
ical distinctions  because  less  affluent  segments  of  the  population 
are  adversely  affected  by  the  policy,  or  because  a  stigma  could 
attach  to  any  geographic  region  classified  as  a  high  credit  risk. 

On  the  other  side  of  the  scale  is  the  contention  that  the  elimina- 
tion of  any  highly  predictive  characteristics  from  credit  scoring 
systems  will  diminish  the  accuracy  of  such  systems  and  thereby 
increase  creditor  risk. 

Increased  risk  will  cause  creditors  to  tighten  credit  standards, 
resulting  in  the  rejection  of  previously  acceptable  marginal  appli- 
cants who,  it  is  claimed,  are  disproportionately  members  of  minor- 
ity groups. 

While  some  of  the  reduced  accuracy  in  the  system  may  be  com- 
pensated for  by  the  substitution  of  the  less  discriminatory  charac- 
teristics, it  is  also  argued  that  any  surrogate  for  ZIP  code,  for 
example,  could  also  have  a  potential  race  discriminatory  impact. 

The  Commission  believes  that  credit  scoring  provides  an  objec- 
tive method  of  evaluating  an  applicant's  creditworthiness  and  that 
credit  scoring  can  serve  to  prevent  the  use  of  unlawfully  discrimi- 
natory characteristics. 

For  this  reason,  we  urge  that  any  prohibitions  on  the  use  of 
factors  that  may  have  a  high  predictive  value  be  thoroughly  scruti- 
nized for  possible  adverse  effects  on  the  availability  of  credit,  par- 
ticularly for  those  whose  access  to  credit  this  line  was  designed  to 
promote. 

In  determining  whether  a  creditor  has  a  sound  justification  for 
using  a  characteristic  that  may  have  a  high  predictive  value,  but 
no  direct  relationship  to  an  applicant's  ability  or  willingness  to 
repay,  the  committee  may  wish  to  consider  the  following  factors: 

One,  whether  the  pool  of  applicants  on  which  the  system's  em- 
pirical analysis  is  based  is  sufficient  in  terms  of  size  and  currency 
to  reflect  accurately  the  creditor's  true  loss  experience; 

Two,  whether  the  creditor  can  demonstrate  with  sound  statistical 
methodology  that  the  elimination  of  the  objectionable  characteris- 
tics would  significantly  increase  the  creditor's  loss  ratio;  and 

Three,  whether  the  creditor  has  designed  its  application  process 
to  solicit  the  categories  of  information  that  indeed  correlate  most 
directly  with  its  customers'  willingness  and  ability  to  repay. 

If  the  committee  decides  to  limit  the  proposed  amendment  to 
those  geographic  characteristics  that  would  have  a  racial  or  ethnic 
impact,  it  will  be  faced  with  the  difficult  task  of  providing  a  precise 
definition  of  the  prohibited  characteristics. 
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Although  the  Commission  has  not  developed  sufficient  demo- 
graphic data  to  recommend  a  definition,  a  starting  point  for  such 
an  effort  would  be  to  analyze  the  racial  and  ethnic  homogeneity  of 
those  geographic  characteristics  currently  in  use  and  to  fashion  a 
definition  that  precluded  those  factors  likely  to  have  a  significantly 
disparate  effect. 

The  committee  may  also  want  to  consider  the  extent  to  which 
the  values  assigned  to  the  various  geographic  factors  in  scoring 
systems  might  eliminate  or  mitigate  the  discriminatory  impact  of 
the  system  as  a  whole. 

COVERS  ONLY  PRACTICES  OF  CREDIT  CARD  ISSUERS 

One  final  concern  we  have  regarding  the  proposed  legislation  is 
that  it  covers  only  the  practices  of  credit  card  issuers.  This  limita- 
tion raises  two  issues. 

First,  there  are  many  large  creditors  that  do  not  issue  credit 
cards,  but  they  may  use  credit  scoring  systems  incorporating  geo- 
graphic factors.  The  rationale  for  covering  the  practices  of  credit 
card  issuers  would  also  apply  to  these  other  creditors. 

Second,  many  lenders  such  as  banks,  thrift  institutions,  and 
mortgage  bankers  may  not  use  credit  scoring  but  do  consider  cer- 
tain aspects  of  geographic  location  in  the  granting  of  mortgage 
loans. 

Although  this  category  of  credit  transactions  was  excluded  from 
the  coverage  of  the  bill,  we  assume  there  was  no  intent  to  sanction 
by  implication  such  use  of  geographic  factors. 

The  bill  should  clarify  that  it  is  not  intended  to  limit  any  exist- 
ing restrictions  in  other  statutes,  regulations,  or  case  law  on  the 
use  of  geographic  location. 

In  conclusion,  the  Federal  Trade  Commission  supports  legislation 
designed  to  facilitate  implementation  of  the  present  antidiscrimina- 
tion provision  of  the  Equal  Credit  Opportunity  Act. 

However,  we  believe  that  the  Congress  should  proceed  cautiously 
in  expanding  the  act  by  defining  new  areas  of  prohibited  conduct 
in  the  area  of  credit  discrimination. 

[Complete  statement  of  Mr.  Clanton  follows:] 
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Statement  of 


DAVID  A.  CLANTON 
Federal  Trade  Commissioner 


Good  morning,  Mr.  Chairman  and  Members  of  the  Subcommittee 
on  Consumer  Affairs.   My  name  is  David  Clanton;  I  am  a  member 
of  the  Federal  Trade  Commission.   I  am  accompanied  by  Lewis  H. 
Goldfarb,  the  Assistant  Director  for  Credit  Practices  of  the 
Commission's  Bureau  of  Consumer  Protection.   We  are  pleased  to 
appear  before  you  today  to  testify  on  behalf  of  the  Commission 
concerning  proposed  legislation,  S.  15,  that  would  amend  the 
Equal  Credit  Opportunity  Act  to  prohibit  credit  card  issuers  from 
discriminating  against  credit  applicants  on  the  basis  of  their 
place  of  residence. 

At  the  outset  I  would  like  to  state  that  the  Commission 
supports  the  proposed  legislation  to  the  extent  that  it  would 
facilitate  implementation  of  the  anti-discrimination  provisions 
of  the  present  Equal  Credit  Opportunity  Act.   However,  the 
breadth  of  the  proposed  amendment  may  reach  beyond  what  is 
needed  to  improve  enforcement  of  the  present  Act,  and  we  believe 
the  Committee  should  carefully  weigh  the  costs  and  benefits  of 
engrafting  a  broad  new  category  of • prohibited  conduct  onto  the 
existing  law. 

The  Commission's  interest  in  this  legislation  is  two-fold. 
First,  the  bill  would  promote  one  of  the  Commission's  primary 
enforcement  objectives  under  the  Equal  Credit  Opportunity  Act — 
the  elimination  of  geographic  characteristics  in  assessing 
credit  applications  where  a  creditor's  use  of  such  factors  would 
have  a  racially  discriminatory  impact  on  credit  applicants. 
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Second,  the  proposed  legislation  would  expand  the  Commission's 
enforcement  responsibilities  by  creating  a  new  class  of 
protected  credit  applicants — those  who  are  disadvantaged  by 
their  place  of  residence.   Each  of  these  purposes  raises  different 
policy  questions.   We  would  like  to  discuss  these  in  the  context 
of  our  enforcement  experience  under  the  existing  law. 

It  has  been  our  experience  that  creditors  use  geographic 
considerations  in  their  credit  evaluation  systems  in  a  number  of 
different  ways.   There  are  variations  in  the  size  of  the  geo- 
graphic unit  built  into  the  system,  such  as  zip  code,  telephone 
area  code,  trade  area,  state  or  even  region  of  the  country.   And 
there  are  wide  variations  in  the  relative  significance  accorded 
to  the  geographic  characteristics  in  the  credit  scoring  system — 
(with  some  systems  assigning  zip  code  a  value  accounting  for  as 
much  as  20%  of  the  passing  score) .   We  are  also  aware  that 
some  national  creditors  use  credit  scoring  systems  that  do  not 
consider  geographic  characteristics  as  such,  but  have  a  separate 
system  for  each  store  location.   It  could  be  argued  that  such 
creditors  treat  applicants  differently  on  the  basis  of  geographic 
location. 

The  Commission's  concern  with  the  use  of  geographic  location 
has  focused  on  the  extent  to  which  it  has  a  disproportionately 
adverse  effect  on  members  of  the  racial  or  ethnic  classes  currently 
protected  under  the  ECOA.   Examining  credit  scoring  systems  with 
that  objective  in  mind,  the  Commission's  inquiries  have  been 
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directed  at,  first,  those  systems  that  assign  a  high  value  to 
geographic  location  and,  second,  those  systems  that  define  geo- 
graphic location  in  small  units,  particularly  where  such  units 
are  circumscribed  to  include  a  largely  homogeneous  population. 

The  Commission's  staff  has  been  investigating  several 
companies  that  utilize  geographic  location  in  their  credit 
scoring  system  in  the  manner  I  have  just  described.   In  the 
course  of  these  investigations  staff  has  gathered  data  indicating 
that  in  one  instance  at  least  the  use  of  the  geographic  characteristic 
"zip  code"  appears  to  have  a  disproportionately  adverse  impact 
against  blacks  living  within  certain  metropolitan  areas.   That  is 
not  to  suggest  any  deliberate  motive  or  that  the  effects  are 
uniformly  adverse,  even  within  a  particular  system.   What  it  does 
suggest  is  the  discriminatory  potential  of  using  such  a  criterion. 

While  this  evidence  is  troubling,  it  does  not  end  the  inquiry. 
Under  the  present  state  of  the  law,  the  mere  showing  of  a  disparate 
racial  impact  does  not  establish  a  law  violation. 

When  Congress  enacted  the  Equal  Credit  Opportunity  Act  amend- 
ments in  1976  it  incorporated  a  doctrine,  taken  from  several 
Supreme  Court  cases,  which  held  that  certain  employment  practices 
though  neutral  on  their  face,  are  nonetheless  in  violation  of  the 
Equal  Employment  Opportunity  Act  because  they  have  a  dispro- 
portionately adverse  effect  on  a  particular  racial  group.   Known 
as  the  "effects  test,"  this  doctrine  of  law  prescribes  the  burden 
of  proof  necessary  to  establish  that  a  given  characteristic  would 
violate  the  Act. 
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Applying  the  "effects  test"  doctrine  to  a  creditor's 
use  of  zip  code  would  require  the  following  type  of  analysis. 
First,  the  Commission  would  have  to  show  that  the  values 
assigned  to  the  various  zip  code  groups  in  the  creditor's 
scoring  system  produced  the  result  that  those  groups  having 
the  highest  concentration  of  blacks  were  accorded  the  lowest 
numerical  values.   If  the  disparity  between  the  values  assigned 
to  the  predominantly  black  zip  code  groups  and  those  assigned  to 
predominantly  non-black  zip  code  groups  were  significant,  the 
Commission  would  have  satisfied  the  first  level  of  the  effects 
test. 

Once  a  disparate  impact  is  shown  the  burden  then  shifts  to 
the  creditor  to  prove  that,  notwithstanding  the  disparate  impact, 
the  creditor's  procedures  were  necessitated  by  a  legitimate 
business  function;  for  example,  they  are  designed  for  the  purpose, 
and  contribute  toward,  minimizing  bad  debt  loss. 

Once  the  creditor  has  established  that  it  has  a  legitimate 
business  justification  for  using  its  system  the  burden  shifts  back 
to  the  Commission  to  show  that  the  creditor  could  have  achieved 
much  the  same  result  without  using  the  discriminatory 
characteristic.   The  Commission  is  thus  put  to  the  test  of 
establishing  either  that  the  creditor's  system  is  not  empirically 
or  statistically  sound  or,  for  systems  that  are  sound,  that  a 
comparable  non-discriminatory  system  is  available. 
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Needless  to  say,  the  task  of  proving  such  a  law  violation 
is  enormous  from  an  evidentiary  standpoint.   It  is  also 
fraught  with  uncertainty  as  to  the  quality  of  proof  necessary 
to  establish  a  violation  in  the  credit  area.   Because  there 
are  no  judicial  precedents  on  this  issue  under  the  Equal 
Credit  Opportunity  Act  we  do  not  have  the  answers  to  such 
legal  questions  as:  (1)  what  kind  of  methodology  is  required  for 
a  creditor  to  establish  that  its  credit  scoring  system  is 
empirically  derived  and  statistically  sound;  (2)  what  degree  of 
predictive  value  would  suffice  for  a  creditor  to  show  that  a 
credit  scoring  system,  or  individual  credit  scoring  factors, 
serve  a  legitimate  business  function;  and  (3)  how  much  variation 
would  the  Government  be  permitted  in  its  effort  to  show  that 
a  "comparable"  result  could  be  achieved  through  the  use  of 
less  discriminatory  means.   The  proposed  legislation  would 
eliminate  this  kind  of  proof  problem  under  the  existing  law 
and  thereby  facilitate  enforcement  actions  directed  at  geo- 
graphic criteria  that  have  a  racially  discriminatory  impact. 

While  the  Commission  supports  the  proposed  legislation 
insofar  as  it  serves  as  a  means  to  facilitate  compliance  with 
the  existing  prohibitions  in  the  Equal  Credit  Opportunity  Act, 
there  are  some  significant  issues  raised  by  the  breadth  of  the 
proposed  prohibition  that  should  be  carefully  considered  before 
the  legislation  is  enacted.   By  enlarging  the  Equal  Credit 
Opportunity  Act  to  include  a  new  category  of  prohibited  conduct 
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the  bill  would  establish  as  a  matter  of  public  policy  that 
creditors  should  not  differentiate  in  their  treatment  of  appli- 
cants on  the  basis  of  where  the  applicants  reside. 

There  are  policy  reasons  independent  of  the  racial  impact  of 
geographic  discrimination  that  may  justify  a  broad  prohibition  of 
such  discrimination.   One  of  the  policies  implicit  in  the  Equal 
Credit  Opportunity  Act  is  that  credit  applicants  should  be  judged 
on  the  basis  of  characteristics,  such  as  income  and  credit  history, 
that  bear  a  meaningful  relationship  to  their  willingness  and 
ability  to  repay.   Analysis  of  credit  scoring  systems  may  show  that 
place  of  residence  has  a  high  predictive  value  in  some  systems,  but 
it  is  not  apparent  that  this  factor  correlates  closely  with  either 
the  willingness  or  the  ability  of  an  individual  to  repay  credit. 
In  addition,  Congress  might  wish  to  prohibit  the  use  of  geographical 
distinctions  because  less  affluent  segments  of  the  population  are 
adversely  affected  by  the  policy,  or  because  a  stigma  could  attach 
to  any  geographic  region  classified  as  a  high  credit  risk. 

On  the  other  side  of  the  scale  is  the  contention  that  the 
elimination  of  any  highly  predictive  characteristics  from  credit 
scoring  systems  will  diminish  the  accuracy  of  such  systems  and 
thereby  increase  creditor  risk.   Increased  risk  will  cause 
creditors  to  tighten  credit  standards,  resulting  in  the  rejection 
of  previously  acceptable  marginal  applicants  who,  it  is  claimed, 
are  disproportionately  members  of  minority  groups.   While  some  of 
the  reduced  accuracy  in  the  system  may  be  compensated  for  by  the 
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substitution  of  the  less  discriminatory  characteristics  it  is 
also  argued  that  any  surrogate  for  zip  code,  for  example, 
could  also  have  a  potential  race  discriminatory  impact. 

The  Commission  believes  that  credit  scoring  provides  an 
objective  method  of  evaluating  an  applicant's  creditworthiness 
and  that  credit  scoring  can  serve  to  prevent  the  use  of  unlaw- 
fully discriminatory  characteristics.   For  this  reason,  we  urge 
that  any  prohibitions  on  the  use  of  factors  that  may  have  a  high 
predictive  value  be  thoroughly  scrutinized  for  possible  adverse 
effects  on  the  availability  of  credit,  particularly  for  those 
whose  access  to  credit  this  law  was  designed  to  promote. 

In  determining  whether  a  creditor  has  a  sound  justification 
for  using  a  characteristic  that  may  have  a  high  predictive  value, 
but  no  direct  relationship  to  an  applicant's  ability  or  willing- 
ness to  repay,  the  Committee  may  wish  to  consider  the  following 
factors:  (1)  whether  the  pool  of  applicants  on  which  the  system's 
empirical  analysis  is  based  is  sufficient  in  terms  of  size 
and  currency  to  reflect  accurately  the  creditor's  true  loss 
experience;  (2)  whether  the  creditor  can  demonstrate  with 
sound  statistical  methodology  that  the  elimination  of  the 
objectionable  characteristics  would  significantly  increase  the 
creditor's  loss  ratio;  and  (3)  whether  the  creditor  has  designed 
its  application  process  to  solicit  the  categories  of  information 
that  correlate  most  directly  with  its  customers'  willingness  and 
ability  to  repay. 
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If  the  Committee  decides  to  limit  the  proposed  amendment  to 
those  geographic  characteristics  that  would  have  a  racial  or 
ethnic  impact,  it  will  be  faced  with  the  difficult  task  of 
providing  a  precise  definition  of  the  prohibited  characteristics. 
Although  the  Commission  has  not  developed  sufficient  demographic 
data  to  recommend  a  definition,  a  starting  point  for  such  an 
effort  would  be  to  analyze  the  racial  and  ethnic  homogeneity 
of  those  geographic  characteristics  currently  in  use  and  to  fashion 
a  definition  that  precluded  those  factors  likely  to  have  a 
significantly  disparate  effect.   The  Committee  may  also  want 
to  consider  the  extent  to  which  the  values  assigned  to  the 
various  geographic  factors  in  scoring  systems  might  eliminate 
or  mitigate  the  discriminatory  impact  of  the  system  as  a 
whole. 

One  final  concern  we  have  regarding  the  proposed  legislation 
is  that  it  covers  only  the  practices  of  credit  card  issuers.   This 
limitation  raises  two  issues.   First,  there  are  many  large 
creditors  that  do  not  issue  credit  cards,  but  they  may  use  credit 
scoring  systems  incorporating  geographic  factors.   The  rationale 
for  covering  the  practices  of  credit  card  issuers  would  also  apply 
to  these  other  creditors.   Second,  many  lenders  such  as  banks, 
thrift  institutions  and  mortgage  bankers  may  not  use  credit  scoring 
but  do  consider  certain  aspects  of  geographic  location  in  the 
granting  of  mortgage  loans.   Although  this  category  of  credit 
transactions  was  excluded  from  the  coverage  of  the  bill,  we  assume 
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there  was  no  intent  to  sanction  by  implication  such  use  of 
geographic  factors.   The  bill  should  clarify  that  it  is  not 
intended  to  limit  any  existing  restrictions  in  other  statutes, 
regulations  or  case  law  on  the  use  of  geographic  location. 
In  conclusion,  the  Federal  Trade  Commission  supports 
legislation  designed  to  facilitate  implementation  of  the  present 
anti-discrimination  provisions  of  the  Equal  Credit  Opportunity 
Act.   However,  we  believe  that  the  Congress  should  proceed 
cautiously  in  expanding  the  Act  by  defining  new  areas  of 
prohibited  conduct  in  the  area  of  credit  discrimination. 

REQUEST  AGENCIES   RECOMMEND   LANGUAGE 

Senator  Tsongas.  Did  you  hear  the  recommended  language  that 
Governor  Teeters  referred  to? 

Mr.  Clanton.  Yes.  I  think  that  would  certainly  be  a  good  start- 
ing point,  and  we  would  I  think  have  no  difficulty  on  the  categories 
that  are  indicated  there.  I  think  the  question  is:  Beyond  that,  what 
other  kinds  of  specific  definitional  criteria  can  we  come  up  with 
that  either  would  exclude  or  include  other  possible  characteristics 
that  might  have  a  discriminatory  impact? 

But  certainly  as  a  starting  point  I  think  those  are  characteristics 
that  have  a  great  potential,  and  indeed  from  our  own  experience  in 
analyzing  certain  systems,  have  a  great  potential  for  discrimina- 
tory impact. 

Senator  Tsongas.  I  am  not  going  to  take  the  time  now,  but  I 
would  hope  that  both  of  your  agencies  would — you  have  already 
done  it  to  some  extent — provide  amendatory  language.  If  we  could 
get  the  various  parties  to  do  that,  and  then  try  to  come  up  with  an 
amalgam  that  makes  sense,  I  think  we  could  be  in  reasonable 
accord. 

One  of  the  reasons  that  this  issue  came  up  was  that  someone  in 
Michigan  got  a  letter  that  indicated  why  he  or  she  had  been  turned 
down.  Do  you  think  that  the  requirement  that  reasons  be  given 
makes  sense?  Do  you  think  we  ought  to  continue  that  practice? 

Ms.  Teeters.  I  think  the  requirement  that  reasons  be  given  is 
eminently  sensible.  The  problem  is  that  sometimes  the  reasons 
don't  make  sense.  Some  credit  scoring  systems  have  things  in  them 
that  have  no  apparent  relationship  to  whether  a  person  is  credit- 
worthy or  not  creditworthy.  So  they  are  building  models  that  pre- 
dict, but  you  don't  understand  why  they  predict.  And  that  seems  to 
be  a  fault  of  the  way  the  systems  are  being  operated  at  the  present 
time. 

Senator  Tsongas.  Commissioner  Clanton,  you  referred  to  the 
stigma  that  would  attach.  That  is  the  major  issue  here.  I  think  that 
one  can  well  argue  that  the  law  prohibits  racial  discrimination. 
You  indeed  could  have  discrimination  based  on  residence  that  has 
an  urban  policy  impact,  and  yet  there  seems  to  be  so  little  discus- 
sion of  that  in  the  discussion  of  the  last  two  witnesses,  for  example. 

Have  you  done  any  studies?  Is  that  within  your  domain  to  look 
at  that  issue? 
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Mr.  Clanton.  We  could  certainly  look  at  it.  We  have  looked  at  it 
only  in  terms  of  what  the  act  now  prohibits.  Namely,  does  the 
effect,  for  example,  of  using  ZIP  code  have  a  disparity  impact  on  a 
racial  class  or  some  other  class  specifically  covered.  To  go  beyond  it 
and  look  in  terms  of  just  the  general  discriminatory  potential 
without  regard  to  any  group  certainly  could  be  done. 

I  suspect  that  in  a  sense  that  is  intuitive  from  merely  having 
different  kinds  of  systems  for  different  areas.  That  obviously  is 
going  to  impact  differently  on  some  regions,  parts  of  the  city,  and 
so  forth. 

Now  the  question  of  doing  an  analysis  to  see  how  much  disparity 
and  in  what  sense  that  disparity  actually  substantially  reduces  the 
amount  of  credit  available  in  one  area  or  another,  no,  we  have  not 
done  it  from  that  perspective. 

We  have  only  looked  at  it  from  the  perspective  of  its  impact 
primarily  on  racial  groups. 

Senator  Tsongas.  Senator  Levin? 

Senator  Levin.  I  gather  you  believe  that  discrimination  or  con- 
sideration of  racial  factors  or  ethnic  factors  and  so  forth  should  be 
prohibited  even  though  they  might  have  predictive  value? 

Ms.  Teeters.  I  do,  yes. 

Mr.  Clanton.  That's  correct. 

Senator  Levin.  You  agree  with  the  present  law.  Originally  did 
the  present  law  include  sex?  Or  was  that  added  on  at  a  later  time? 

Mr.  Clanton.  I  think  the  original  act  included  sex,  and  it  was 
amended  to  encompass  race  and  national  origin  and  religion. 

Senator  Levin.  So  I  take  it  you  agree  that  the  amendments 
which  added  race  and  religion  were  wise  amendments? 

Mr.  Clanton.  Very  much  so. 

Senator  Levin.  Do  you  believe  that  people  should  be  judged 
differently  for  credit  purposes,  depending  on  whether  they  live  in 
the  District  of  Columbia  or  Virginia? 

Mr.  Clanton.  I  think  the  question  comes  in  terms  of  the  degree 
of  impact  that  it  may  have.  I  think  the  amount  of  credit  and  the 
availability  of  credit,  and  indeed  the  standards,  may  vary.  To  sug- 
gest that  a  uniform  credit  standard  applies  across — throughout  the 
entire  region  that  a  creditor  has  is  the  only  desirable  system,  and 
indeed  is  the  best  for  all  classes  of  people  in  that  system,  I  am 
really  not  sure. 

I  am  not  saying  that  on  the  one  hand  that  the  place  of  residence 
as  a  factor  does  not  have  some  potential  to  discriminate  not  only 
on  racial  grounds  but  inherently  because  of  the  fact  of  where  some 
people  live;  but  on  the  other  hand  to  discount  different  characteris- 
tics— and  I  am  not  focusing  specifically  or  singling  out  State  ZIP 
code  as  separate  characteristics — but  the  fact  that  income  charac- 
teristics, that  a  variety  of  factors  that  we  do  agree  are  predictive 
and  should  be  used  may  vary,  the  experience  in  one  area  may  vary 
with  respect  to  experiences  in  others. 

And  I  just  have  not  seen  at  this  point  enough  information  to  say 
that  we  should  throw  aside  that  possible  benefit,  or  exchange  that 
benefit  for  whatever  the  other  desirabilities  may  be  from  having  a 
uniform  single  system. 
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Senator  Levin.  Do  you  see  any  evils  that  flow  from  giving  people 
different  points  depending  on  whether  they  live  in  the  District  of 
Columbia  or  Virginia,  for  credit  purposes? 

Mr.  Clanton.  Depending  on  the  impact  it  may  have  racially, 
certainly  under  the  current  act  I  could  see  the  great  potential  that 
that  might  have,  particularly  in  the  District,  particularly  in  this 
metropolitan  area  it  could  have  a  very  significant  impact. 

Senator  Levin.  What  is  the  impact? 

Mr.  Clanton.  Pardon? 

Senator  Levin.  What  is  the  effect  of  that?  Does  it  have  an  effect 
on  the  existence  of  the  city? 

Mr.  Clanton.  It  could,  depending  on  the  manner  in  which  it  is 
established  and  how  it  is  implemented  it  could. 

Senator  Levin.  If  ZIP  code  tests  were  used,  could  that  have  an 
effect  on  whether  or  not  cities  survive  or  not? 

Mr.  Clanton.  It  could  have  significance  in  terms  of  the  impact 
in  particular  areas,  yes,  depending  on  the  degree  of  disparity  in- 
volved in  the  system. 

Senator  Levin.  Do  you  know  what  the  degree  of  differences  are, 
for  instance,  in  the  Amoco  ZIP  code  system? 

Mr.  Clanton.  I  have  not  personally  investigated.  Our  staff  has 
had  some  involvement,  but  I  do  not  know. 

Senator  Levin.  What  are  the  conclusions  on  that  system,  as  to 
their  impact  on  cities,  minorities,  or  protected  classes? 

Mr.  Clanton.  I  don't  know  in  that  system  what  the  specific 
impact  is.  On  others  that  we  have  looked  at,  there  is  a  potential 
discriminatory  impact,  particularly  as  to  race.  That  is  what  we 
have  looked  at  in  particular.  We  have  not  looked  at  anything  else. 

Senator  Tsongas.  Could  we  have  that  for  the  record?  I  don't 
want  everything,  but  whatever  makes  sense  in  some  condensed 
form,  if  you  could  supply  it  to  the  committee  and  let  us  judge  as  to 
what  should  be  put  into  the  record? 

Mr.  Clanton.  Yes. 

Senator  Levin.  Could  you  answer  some  of  the  same  questions, 
Governor  Teeters?  Some  people  should  not  be  judged  for  credit 
based  on  national  origin,  sex,  age,  regardless  of  the  particular 
values? 

Ms.  Teeters.  Yes. 

Senator  Levin.  Even  if  it  may  help  the  company  from  a  business 
point  of  view,  you  conclude  we  should  not  allow  it? 

Ms.  Teeters.  Yes,  I  conclude  that  we  shouldn't  allow  it  at  the 
present  time. 

Senator  Levin.  Should  people  be  judged  differently  for  credit 
purposes,  depending  on  whether  they  live  in  the  District  of  Colum- 
bia or  Virginia? 

Ms.  Teeters.  I  should  hope  not,  because  I  live  in  the  District.  But 
if  you  chop  off  the  last  two  digits  of  the  ZIP  code,  you  then  are 
merely  identifying  a  metropolitan  area,  including  its  suburbs, 
which  is  why  I  recommended  that  you  eliminate  the  last  two  digits. 

If  you  look  at  the  census  tracts,  which  are  much  smaller  and 
have  a  homogeneous  population,  the  opportunity  for  discrimination 
is  much  greater  than  it  is  even  with  ZIP  codes.  * 


329 

But  it  seems  to  me  what  you  are  looking  for  in  credit  worthiness 
is  a  person's  ability  to  repay.  And  that  has  more  to  do  with  income 
than  it  does  with  place  of  residence. 

Incidentally,  regarding  the  possibility  of  extending  the  proposed 
prohibitions  to  other  categories  of  lenders,  note  that  the  Communi- 
ty Reinvestment  Act,  which  went  into  effect  last  November  re- 
quires banking  institutions  to  show  that  they  are  reinvesting  in 
their  communities.  The  proposed  prohibition  is  almost  the  reverse 
of  what  we  are  talking  about  here. 

Under  the  CRA,  the  bank  defines  its  community,  and  then  in  the 
examination  process  the  bank  is  looked  at  to  make  sure  that  it  is 
providing  credit  to  the  community  in  which  it  exists. 

Senator  Levin.  Have  you  looked  at  particular  ZIP  codes  of  partic- 
ular companies  to  see  their  effect  on  particular  areas,  or  protected 
classes? 

Ms.  Teeters.  No,  I  have  not. 

Senator  Levin.  Did  I  understand  the  answer  to  my  question  as  to 
whether  people  should  be  judged  differently  depending  on  whether 
they  live  in  the  District  of  Columbia  or  Virginia  to  be,  "You  don't 
think  they  should  be  judged  differently"? 

Ms.  Teeters.  I  don't  think  they  should  be,  in  that  one  instance. 
What  they  are  doing  with  the  ZIP  codes  is  using  them  as  proxies 
for  something  else,  either  for  religion  or  low  income,  or  something 
of  that  sort  that  they  consider  undesirable. 

Senator  Levin.  As  I  understand  it,  you  were  suggesting  that  zip 
codes  be  eliminated? 

Ms.  Teeters.  Take  off  the  last  two  digits  of  the  five-digit  number. 

Senator  Levin.  The  last  two  digits  is  what  you  are  proposing? 

Ms.  Teeters.  Yes.  The  200  ZIP  codes,  for  example,  would  cover 
all  of  the  District  of  Columbia.  But  if  you  go  down  to  the  last  two 
digits,  you  get  Northwest  versus  Northeast,  Anacostia  and  so  forth. 

Senator  Levin.  Are  you  proposing  that  those  digits  be  eliminat- 
ed, even  though  there  is  not  showing  of  racial  connection  in  those 
particular  ZIP  codes? 

Ms.  Teeters.  I  guess  I  would,  because  I  suspect  that  they  are 
probably  proxies  for  low  income  almost  as  much  as  they  are 
racial — or  maybe  they  are  proxies  for  higher  income  rather  than 
the  other  way  around. 

Senator  Tsongas.  Is  there  a  dispute  between  your  agencies? 
[Laughter.] 

Fill  in  the  blank,  I  suppose,  at  this  point.  [Laughter.] 

On  the  issue  of  letting  people  know  the  reasons  for  their  rejec- 
tions? 

Ms.  Teeters.  I  don't  think  we  have  a  dispute  on  that  at  all.  I 
think  people  should  be  told  why  they  are  being  rejected  for  credit. 
But  some  of  the  reasons  seem  illogical.  For  example,  many  credi- 
tors ask  the  age  of  your  car.  If  you  have  a  new  car  or  an  old  car, 
you  score  higher  than  if  you  have  a  middle-aged  car.  And  there 
doesn't  seem  to  be  any  reason,  to  me,  why  a  7-year-old  car  would  be 
something  that  you  were  downgraded  on,  whereas  if  you  had  a  1- 
year-old,  or  a  15-year-old  car  you  got  extra  points. 

It  is  not  only  knowing  the  reason,  but  having  the  reason  make 
sense.  The  reason  should  be  relevant  to  credit  worthiness. 
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Mr.  Clanton.  I  think  the  concern  we  have  had  has  been  reflect- 
ed in  some  of  our  actions,  to  make  sure  that  the  reasons  given  are 
specific,  understandable,  and  in  fact  relate  to  the  reasons  that  the 
person  didn't  get  credit.  And  that  particularly  is  true  in  the  credit 
scoring  system  where  we  have  been  involved  and  have  accepted 
several  consent  orders. 

SCORING   SYSTEM   NOT   ACCEPTED   IN    REGULATION   B 

The  real  issue  is  how  do  you  determine,  from  a  credit  scoring 
system,  what  are  the  factors  that  result  in  denial  of  credit.  And  we 
have  heard  some  of  the  companies  argue  to  us,  and  in  other 
forums,  that  you  can't  really  separate  any  of  these  factors  out.  You 
only  look  at  the  total  score.  Well,  obviously,  that  has  long  since 
been  discarded.  It  is  not  accepted  in  regulation  B,  but  even  beyond 
that  it  seems  to  me  important  that  customers  are  able  to  know 
from  the  credit  scoring  system  itself  what  are  the  principal  factors 
that  result  in  the  denial  of  credit. 

Quite  simply,  that  has  been  our  goal,  although  we  have  found 
that  there  have  been  some  instances  when  it  has  been  difficult  to 
bring  people  along  as  rapidly  as  we  would  like  in  making  sure  that 
those  reasons  are  specific  and  meaningful. 

I  think,  going  back  to  the  original  question,  to  the  extent  that 
there  is  agreement  or  disagreement,  I  am  not  sure  there  is  any 
ultimate  disagreement  between  ourselves  and  the  Board. 

I  would  note  that  the  Board  does  have  a  notice  out  which  raises 
several  of  these  issues,  particularly  on  the  kinds  of  reasons  that 
have  to  be  provided.  And  the  only  thing  I  would  indicate  here  is  a 
question  as  to  whether  some  of  the  options  are  really  options  that 
should  be  considered  in  the  sense  that  it  would  leave  the  door  wide 
open  for  a  creditor  to  interpret  in  a  fairly  broad  fashion  what  the 
credit  scoring  system  means  and  what  the  results  of  that  system 
are. 

But  they  also  have  laid  out  a  whole  variety  of  options  ranging 
from  the  kinds  of  remedies  that  we  have  included  in  our  orders,  as 
well  as  to  the  proposals  that  have  been  suggested  by  the  industry. 

And  I  think  the  key  is  to  focus,  and  keep  our  focus,  on  what 
Congress  really  intended  when  it  passed  the  amendments.  And 
that  is,  to  provide  some  reasons  that  people  understand  and  that 
relate  to  why  they  didn't  get  credit. 

That  has  been  our  principal  objective. 

Senator  Tsongas.  I  would  think,  at  this  stage  of  the  game,  that 
given  the  almost  set  reactions  in  certain  areas  when  they  find  their 
zip  codes  are  penalized,  it  just  would  not  be  worth  the  hassle,  given 
what  I  perceive  to  be  a  marginal  predictive  value  of  the  systems. 

It  is  an  interesting  behavioral  question  as  to  why  any  company 
would  stick  with  it,  despite  all  of  this  publicity  and  concern,  and 
certainly  Montgomery  Ward,  the  example  that  you  are  involved 
with,  is  a  case  in  point. 

There  are  other  questions  that  we  have  for  you,  if  we  could  ask 
you  to  respond  for  the  record,  because  we  have  two  more  witnesses. 
I  have  a  conflict  of  schedule. 

Senator  Levin.  Could  I  ask  one  more  question  before  they  leave? 

Senator  Tsongas.  Yes. 
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Senator  Levin.  Putting  aside  the  impact  on  the  classes  which 
you  have  been  delegated  by  law  to  protect,  separate  and  apart  from 
that,  do  you  see  any  evil  in  a  system  which  gives  points  to  people 
more  or  less  depending  on  what  State  they  live  in,  or  what  region 

they  live  in? 

Do  you  see  any  evil  in  a  system  which  provides  that  Colorado  is 
3V3  points  for  every— that  every  citizen  in  Colorado  is  marked 
down  3V3  points,  every  citizen  in  Louisiana  is  marked  down  4 
points,  and  so  forth;  every  citizen  of  other  States  are  given  plus 
points?  Or,  as  Mobil  used  to  do,  assign  points  to  people  depending 
on  the  region  that  they  lived  in,  aside  from  the  impact  on  protected 

classes? 

Do  you  see  any  problem  with  that  socially  in  this  country/ 

Mr.  Clanton.  I  think  there  are  some  troubling  implications.  As  I 
indicated,  I  am  not  sure  that  banning  every  consideration  of  geo- 
graphic characteristics,  and  in  terms  of  dealing  with  other  credit 
characteristics  and  evaluating  them  differently  in  different  areas, 
I'm  not  sure  that  eliminating  that  process  across  the  board,  what  it 
will  do  to  other  kinds  of  classes,  other  types  of  protected  classes, 
but  it  is  troubling. 

It  is  troubling  in  and  of  itself  with  respect  to  possible  impact  on 
credit  availability.  And  to  your  broader  issues,  the  issues  of  devel- 
opment, community  rehabilitation,  and  so  forth.  But  my  principal 
concern  is  when  we  get  farther  afield  from  the  impact  of  some  of 
the  more  narrowly  defined  factors,  I  am  just  not  sure  what  other 
side  effects  it  may  have  that  may  be  as  bad  as  the  geographic 
discrimination. 

Senator  Levin.  If  you  can  detect  any  other  bad  side  effects, 
would  you  forward  them  on? 

Mr.  Clanton.  Yes. 

Ms.  Teeters.  It  is  being  used  as  a  proxy. 

Senator  Levin.  I  say,  separate  and  apart  from  that  impact.  Sepa- 
rate and  apart  from  ZIP  code  being  shorthand  for  race,  ethnic,  age, 
or  what  have  you,  or  older  neighborhoods,  separate  and  apart  do 
you  see  anything  socially  wrong  in  this  country  by  assigning  point 
values  to  States  that  people  live  in,  or  to  regions  that  people  live 
in? 

NOT  BEING  EVALUATED  AS  A  PERSON 

Ms.  Teeters.  It  is  offensive  to  me,  because  it  means  I  am  just  a 
cog  in  a  wheel;  that  I  am  not  being  evaluated  as  a  person  in  my 
application  for  credit;  that  something  exterior  to  me  and  my  own 
income  is  being  included  in  a  credit  evaluation. 

It  depersonalizes  it  to  the  point  that  it  doesn't  seem  to  be  proper 
to  me.  Again,  I  would  go  along  with  the  Federal  Trade  Commission, 
that  we  are  starting  in  a  new  area;  we  are  in  a  continuum  and  we 
don't  know  where  to  stop;  and  I  think  we  should  proceed  very 
cautiously  as  we  do  that. 

Senator  Tsongas.  I  also  find  that  offensive,  but  I  don't  think  it  is 
anything  we  should  legislate.  My  predilection  at  this  point  would 
be  somewhat  along  the  lines  that  the  Federal  Reserve  has  recom- 
mended. I  don't  often  agree  with  the  Federal  Reserve,  but  in  this 
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case  I  happen  to.  I  am  pleased  to  set  the  precedent  to  see  whether 
we  can  continue  down  the  road. 
Thank  you  for  coming. 

STATEMENTS  OF  JAMES  H.  MYERS,  PROFESSOR  OF  MARKET- 
ING, UNIVERSITY  OF  SOUTHERN  CALIFORNIA,  PART  OWNER, 
CREDIT  MANAGEMENT  ASSOCIATES,  INC.;  AND  GARY  G. 
CHANDLER,  ASSOCIATE  PROFESSOR  OF  FINANCE,  GEORGIA 
STATE  UNIVERSITY 

Senator  Tsongas.  Let  me  begin  by  apologizing.  I  have  a  1  o'clock 
meeting  at  the  White  House,  and  I  am  going  to  have  to  leave.  I 
have  questions.  I  read  your  testimony,  and  I  have  questions  for 
you,  which  I  will  submit  to  you  and  ask  you  to  respond  within  2 
weeks,  if  that  is  appropriate. 

Dr.  Chandler.  Yes. 

Dr.  Myers.  Yes. 

Senator  Tsongas.  Senator  Levin  will  chair  in  my  absence. 

Dr.  Myers.  My  name  is  James  H.  Myers.  I  am  professor  of 
marketing  at  the  University  of  Southern  California  in  Los  Angeles. 
I  am  also  part  owner  of  a  firm,  Credit  Management  Associates, 
Inc.,  that  develops  and  installs  point  credit  scoring  systems  for 
business  firms  of  all  types  in  the  United  States  and  overseas.  I 
have  been  developing  credit  scoring  systems  for  over  20  years,  and 
much  of  the  early  literature  in  this  field  was  authored  or  coauth- 
ored  by  me. 

My  position  on  S.  15  can  be  summarized  as  follows: 

Legislation  of  some  sort  should  be  enacted  to  prohibit  card  issu- 
ers who  use  a  credit  scoring  system  from  utilizing  geographic  area 
of  residence  in  arriving  at  a  point  credit  score  for  any  given  appli- 
cant, since  this  results  in  discrimination  against  minorities  and 
others  in  lower  socioeconomic  levels. 

Card  issuers  who  use  point  scoring  systems  should  be  allowed  to 
construct  separate  scoring  systems  for  any  designated  geographic 
areas  of  their  choice,  and/or  establish  lower  cutoff  scores  for  reject- 
ing applicants  that  are  most  appropriate  for  each  designated  geo- 
graphic area,  provided  that  the  credit  screening  standards  or  objec- 
tives for  establishing  these  cutoffs  are  substantially  the  same  for 
all  areas. 

S.  15  should  be  revised  to  explicate  the  above  points  very  clearly, 
that  is  to  tell  how  geographic  area  may  or  may  not  be  taken  into 
account  when  granting  credit. 

All  existing  credit  scoring  systems  should  be  revised  at  the  earli- 
est possible  moment  to  remove  geographic  area  as  a  predictor  item. 

Senator  Tsongas.  If  you  could  get  a  copy  of  the  Fed's  recom- 
mended language  and  comment  on  that  before  you  leave. 

Dr.  Myers.  I  would  be  happy  to  do  that. 

I  would  like  to  discuss  each  of  these  points  in  turn.  Geographic 
area  is  potentially  usable  in  at  least  three  different  ways  in  devel- 
oping and  utilizing  a  point  scoring  system:  (1)  As  a  predictor  item 
in  arriving  at  a  total  point  score  for  a  given  applicant;  (2)  in 
defining  land  areas  or  types  of  areas  within  which  lower  cutoff 
scores  are  based  on  the  predictive  effectiveness  for,  and  socioeco- 
nomic characteristics  of,  the  card  issuer's  customers  in  that  area; 
and  (3)  in  defining  a  land  area  or  areas  within  which  separate 
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point  scoring  systems  can  be  constructed  that  best  fit  the  custom- 
ers in  that  area. 

I  think  a  great  deal  of  the  confusion  surrounding  statements  of 
various  kinds  over  the  years  comes  about  because  we  fail  to  distin- 
guish clearly  between  these  three  kinds  of  approaches. 

With  regard  to  the  first  point,  I  am  strongly  opposed  to  the  use 
of  geographic  area  as  a  predictor  item  in  credit  scoring  systems  for 
two  reasons.  First  and  foremost,  its  use  will  result  in  penalizing  a 
particular  individual  or  family  on  the  basis  of  the  characteristics 
and  credit  worthiness  of  those  who  happen  to  reside  in  a  contigu- 
ous geographic  area  or  in  the  same  general  type  of  area,  for  exam- 
ple, rural.  To  me,  this  is  grossly  unfair.  It  simply  is  not  what 
America  stands  for. 

COMPOSITE  VARIABLE 

The  second  reason  for  not  using  geographic  area  as  a  predictor 
item  is  that  it  is  usually,  if  not  always,  the  case  that  its  use  would 
be  unnecessary;  that  is,  as  good  a  credit  scoring  system  can  normal- 
ly be  developed  without  using  geographic  area  as  a  predictor  item 
as  by  using  it.  While  geographic  area  appears  to  be  one  of  the 
strongest  and  most  predictive  items  in  constructing  a  new  scoring 
system,  it  does  so  because  it  is  what  is  known  as  a  composite 
variable.  This  single  item  reflects  and  summarizes  the  predictive 
value  of  many  separate  items.  For  example,  a  credit  applicant 
living  in  an  inner  city  ZIP  code  would  get  fewer  total  points  that  a 
suburban  applicant  with  exactly  the  same  personal  characteristics 
simply  because  fewer  people  in  the  inner  city  have  established 
credit  with  many  business  firms;  they  are  less  likely  to  own  their 
home,  have  bank  accounts,  and  have  home  telephones;  they  have 
less  stability  in  their  employment  and  living  accommodations,  and 
so  on. 

While  ZIP  code  alone  is  a  better  predictor  of  credit  worthiness 
than  any  single  one  of  these  items,  there  is  a  very  real  question  as 
to  whether  or  not  it  adds  any  prediction  accuracy  over  and  above 
what  all  of  these  constituent  items  could  accomplish  in  combina- 
tion with  each  other.  My  own  opinion  is  that  ZIP  code  will  hardly 
ever  add  any  incremental  prediction  accuracy  to  the  other  personal 
history  items  used  to  construct  a  credit  scoring  system.  The  techni- 
cal reason  for  this  is  that  a  composite  variable  is  seldom  as  good  a 
predictor  item  as  a  weighted  combination  of  the  constituent  items 
of  which  it  is  composed. 

This  assumes  that  the  credit  grantor  collects  an  adequate 
amount  of  information  from  each  applicant.  It  is  entirely  possible, 
of  course,  that  ZIP  code  can  in  some  cases  improve  upon  the 
prediction  that  is  obtained  from  other  items  in  the  point  scoring 
system.  I  would  argue  that  the  reason  for  this  is  usually  that  the 
credit  grantor  has  not  asked  for  enough  information  from  each 
applicant  so  that  the  applicant  can  be  judged  on  the  basis  of  his/ 
her  own  personal  history. 

To  take  an  extreme  example,  suppose  an  application  form  asks 
only  for  name,  address,  and  phone  number.  In  that  situation, 
which  is  hypothetical  and  no  one  would  ever  do  this,  in  that 
situation,  ZIP  code  would  become  an  enormously  predictive  factor. 
But  it  is  quite  easy  to  see  that  the  credit  grantor  has  made  no 
opportunity  whatever  to  assess  the  other  factors  that  credit  gran- 
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tors  over  the  years  have  found  so  essential  in  establishing  cre- 
ditworthiness. They  fall  into  three  general  categories:  capacity, 
character,  and  previous  credit.  So  a  very  abbreviated  application 
form  will  not  ask  for  enough  information  to  make  a  good  credit 
judgment  without  ZIP  code. 

I  suggest  that  in  cases  where  ZIP  code  is  found  to  make  an 
incremental  prediction  effectiveness,  it  is  very  often  the  case  that 
the  credit  grantor  has  not  obtained  enough  information  from  each 
applicant  to  judge  the  applicant  on  his  own  or  her  own  merits. 

My  opinion  is  based  upon  more  than  the  above  reasoning.  It  is 
also  a  function  of  work  I  have  done  over  the  years,  plus  what  I 
know  of  what  other  qualified  professionals  in  the  field  have  done. 
Many  of  us  agree  that  it  is  neither  desirable  nor  necessary  to 
utilize  ZIP  code  or  other  geographic  area  designation  as  a  predictor 
item  in  a  credit  scoring  system.  This  contention  is  further  support- 
ed by  the  general  feeling  among  many  of  us,  as  well  as  our  clients, 
that  no  one  firm,  technique,  or  procedure  has  been  found  to  devel- 
op scoring  systems  that  are  clearly  superior  to  all  others.  This 
suggests  that  most  systems  developed  without  using  geographic 
area  as  a  predictor  item  are  quite  as  good  as  those  with  it.  I  have 
neither  seen  nor  heard  of  any  real  evidence  to  the  contrary. 

I  would  suggest  that  any  company  desiring  to  use  geographic 
area  as  a  predictor  item  has  always  had  the  responsibility  to  dem- 
onstrate to  themselves,  to  the  client,  and  to  the  people  that  ZIP 
code  adds  incremental  prediction  effectiveness,  and  I  doubt  serious- 
ly that  they  can  do  this  when  they  consider  all  of  the  other  items 
of  information  available  to  them  about  the  applicant.  Even  if  they 
could  demonstrate  incremental  prediction  effectiveness,  I  do  not 
personally  believe  that  geographic  area  should  be  allowed  as  a 
predictive  item. 

The  other  two  ways  in  which  geographic  area  could  be  used  in 
connection  with  credit  scoring  systems  are  not  discriminatory,  in 
my  opinion.  In  fact,  they  are  just  the  opposite.  Establishing  lower 
cutoff  scores  within  a  given  area  or  type  of  area  enables  the  card 
issuer  to  more  precisely  calibrate  the  scoring  system  to  reflect  the 
socioeconomic  characteristics  and  the  payment  experience  of  his/ 
her  customers  in  that  area. 

For  example,  it  is  generally  the  case  that  inner  city  residents 
tend  to  be  lower  on  the  socioeconomic  scale.  This  means  that  even 
many  good-paying  inner-city  customers  tend  to  receive  fewer  points 
in  any  credit  scoring  system.  If  the  lower  cutoff  score  is  not  adjust- 
ed downward  for  areas  of  this  type,  it  will  usually  mean  that  a 
greater  percentage  of  potentially  good  card  accounts  will  be  reject- 
ed than,  say,  in  the  suburbs  of  a  city. 

This,  then,  would  be  another  form  of  discrimination.  It  could  be 
avoided  by  allowing  card  issuers  to  adjust  lower  cutoff  scores  for  a 
given  area  or  type  of  area  so  that  approximately  the  same  percent- 
age of  potentially  good  accounts  are  rejected  in  all  areas  in  which 
the  card  issuer  does  business.  The  card  issuer  should  be  required  to 
demonstrate  that  this  is  the  case  for  each  geographic  area  or  type 
of  area  designated. 

Card  issuers  should  also  be  allowed  to  construct  separate  credit 
scoring  systems  for  any  geographic  area  or  type  of  area  they 
choose.  In  my  opinion,  this  is  the  best  possible  way  to  avoid  dis- 
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crimination  when  using  credit  scoring.  When  a  separate  system  is 
constructed  for  a  certain  area,  it  results  in  the  selection  and 
weighting  of  predictor  items  that  are  most  accurate  for  that  area, 
since  it  examines  only  the  card  issuer's  customers  within  that  area. 
This  procedure  is  quite  expensive  and  would  require  endless  time 
delays  for  card  issuers  that  operate  in  widespread  geographic 
areas,  for  example.  There  is  also  no  assurance  that  the  separate 
systems  would  be  much  better  than  a  single  overall  system.  They 
have  not  always  been  so  in  my  experience.  Therefore,  card  issuers 
should  be  allowed  but   not   required  to  construct  such  systems. 

In  summary,  if  we  do  not  allow  a  card  issuer  to  use  different 
credit  score  lower  cutoffs  for  different  areas  in  a  single  system  or 
to  construct  separate  systems  for  separate  geographic  areas  or 
types  of  areas,  I  think  we  are  in  danger  of  throwing  out  the  baby 
with  the  bath  water. 

[Complete  statement  of  Dr.  Myers  follows:] 
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Consents  on  S.15 


VSy   nane  is  Janes  K.  Hyers.   I  am  Professor  of  Marketing  at  the  University 
of  Southern  California  in  Los  Angeles.   I  am  also  part-owner  of  a  firm, 
Credit  Management  Associates,  Inc.,  thai  develops  and  installs  point 
credit  scoring  systems  for  business  firms  of  all  types  in  the  United 
Stages  and  overseas.   I  have  been  developing  credit  scoring  systems  for 
over  20   years,  and  much  of  the  early  literature  in  this  field  was 
authored  or  co-authored  by  me. 

tty  position  on  S.15  can  be  summarized  as  follows: 

1.  Legislation  of  sor.e  sort  should  te  enacted  to  prohibit  card  issuers 
who  use  a  credit  scoring  system  from  utilizing  geographic  area  of 
residence  in  arriving  at  a  point  credit  score  for  any  given  appli- 
cant, since  this  results  in  discrimination  against  minorities  and 
others  in  lover  socioeconomic  levels. 

2.  Card  issuers  who  use  point  scoring  systems  should  be  allowed  to: 

a.  construct  separate  scoring  systems  for  any  designated  geographic 
areas  of  their  choice,  and/or 

b.  establish  lower  cutoff  scores  for  rejecting  applicants  that  are 
most  appropriate  for  each  designated  geographic  area,  provided 
that  the  credit  screening  standards  or  objectives  for  estab- 
lishing these  cutoffs  are  substantially  the  same  for  all  areas. 

3.  S.15  should  explicate  the  above  points  very  clearly. 

k.      All  existing  credit  scoring  systems  should  be  revised  at  the 

earliest  possible  moment  to  remove  geographic  area  as  a  predictor 
item. 

I  would  like  to  discuss  each  of  these  points  in  turn.   Geographic  area 
is  potentially  usable  in  at  least  three  different  ways  in  developing 
and  utilizing  a  point  scoring  system;  l)  as  a  pre die tor  item  in 
arriving  at  a  total  point  score  for  a  given  applicant,  2)  in  defining 
land  areas  or  types  of  areas  within  which  lower  cutoff  score.?  a-.-a 
based  or.  the  predictive  effectiveness  for,"  and  socioeconomic  character- 
istics of,  the  card  issuer's  customers  in  that  area,  and  3)  in  defining 
a  land  area  cr  areas  within  which  a  separate  point  scoring  system  can 
be  constructed  that  best  fits  the  customers  in  that  area. 

With  regard  to  the  first  point,  I  am  strongly  opposed  to  the  use  of 
geographic  area  as  a  predictor  item  in  credit  scoring  systems  for  two 
reasons.   First  and  foremost,  its  use  will  result  in  penalizing  a 
particular  individual  or  family  on  the  basis  of  the  characteristics 
and  creditworthiness  of  those  who  happen  tc  reside  in  a  contiguous 
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geographic  area  or  in  the  same  general  type  of  area  (e.g.,  rural).   To 
ir.e,  this  is  grossly  unfair.   It  simply  is  not  what  America  stands  for. 

The  second  reason  for  not  using  geographic  area  as  a  predictor  item  is 
that  it  is  usually,  if  not  always,  the  case  that  its  use  is  unnecessary; 
that  is,  as  good  a  credit  scoring  system  can  normally  be  developed 
without  using  geographic  area  as  a  predictor  item  as  by  using  it.   While 
area  arrears  to  be  one  of  the  strongest  and  most  predictive  items  in 
constructing  a  new  scoring  system,  it  does  so  because  it  is  whnt 
is  known  as  a  "composite  variable".   This  single  item  reflects  and 
summarizes  the  predictive  vulue  of  many  separate  items;   for  example,  a 
credit  applicant  living  in  an  inner  city  Zip  Code  would  get  fewer  total 
points  that  a  suburban  applicant  with  exactly  the  same  personal  charac- 
teristics simply  because  fewer  people  in  the  inner  city  have  established 
credit  with  many  business  firms,  they  are  less  likely  to  have  brink 
accounts  and  have  home  telephones,  they  have  less  stability  in  their 
employment  and  living  accomodations,  and  so  on.   While  Zip  Code  alone  is 
a  better  predictor  of  credit  worthiness  than  any  single  one  of  these 
items,  there  is  a  very  real  question  as  to  whether  or  not  it  adds  any 
prediction  accuracy  over  and  above  what  all  of  these  constituent  items 
could  accomplish  in  combination  with  each  ether,  My  own  opinion  is  that 
Zip  Code  will  hardly  ever  add  any  incremental  prediction  accuracy  to  the 
other  personal  history  items  used  to  construct  a  credit  scoring  system. 
Tne  technical  reason  for  this  is  that  a  composite  variable  is  seldom  as 
good  a  predictor  as  a  weighted  combination  of  the  constituent  items  of 
which  it  is  composed. 

My  opinion  is  based  upon  more  than  the  above  reasoning;   it  is  also  a 
function  of  work  I  have  done  over  the  years  plus  what  I  know  of  what 
other  qualified  professionals  in  this  field  have  done.  Many  (I  believe 
most)  of  us  agree  that  it  is  neither  desirable  nor  necessary  to 
utilize  Zip  Code  or  other  geographic  area  designation  as  a  predictor 
item  in  a  credit  scoring  system.   This  contention  is  further  supported 
by  the  general  feeling  among  many  of  us ,  as  well  as  our  clients,  that 
no  one  firm,  technique  or  procedure  has  generally  been  found  to  develop 
scoring  systems  that  are  clearly  superior  to  all  others.   This  suggests 
that  most  systems  developed  without  using  geographic  area  as  a  predictor 
item  are  quite  as  good  as  those  with  it.   I  have  neither  seen  nor  heard 
of  any  evidence  to  the  contrary. 

The  other  two  ways  in  which  geographic  area  could  he  used  in  connection 
with  credit  scoring  systems  are  not  discriminatory,  in  my  opinion;   in 
fact,  they  are  just  the  opposite.   Establishing  lower  cutoff  scores 
within  a  given  geographic  area  or  type  of  area  enables  the  card  issuer 
to  more  precisely  calibrate  the  scoring  system  to  reflect  the  socio- 
economic characteristics  and  the  payment  experience  of  his/her 
customers  in  that  area.   For  example,  it  is  generally  the  case  that 
inner  city  residents  tend  to  be  lower  on  the  socioeconomic  scale.   This 
means  that  even  many  good-paying  inner-city  customers  tend  to  receive 
fever  points  in  any  credit  scoring  system.   If  the  lower  cutoff  score 
is  not  adjusted  devnw v rd  for  areas  of  this  type,  it  will  usually  mean 
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that  a   Greater  percentage  of  potentially'  :;cc,;  card  accounts  will  be 
rejected  than,  say,  in  the  suburbs  of  a  city.   This,  then,  would  be 
another  form  oi'  discrimination.   It  could  be  avoided  by  allowing 
card  issuers  to  adjust  lover  cutoff  scores  for  a  given  area  or  type 
of  erc-«  so  that  approximate  J  y  the  same  percentage  of  potentially  good 
accounts  arc  rejected  in  all  areas  in  which  the  card  issuer  docs 
business.   The  carl  issuer  should  be  required  to  demonstrate  that 
this  is  the  case  for  each  geographic  area  or  type  of  area  designated. 

Curd  issuers  should  also  be  allowed  to  construct  separate  credit 
scorir.r  systems  for  any  geographic  area  or  type  of  area  they  choose. 
In  rcy  opinion,  tr.is  is  the  best  possible  way  to  avoid  discrimination 
when  UL.ir.Ji  credit  scoring,   When  a  separate  system  is  constructed  for 
a  certain  area,  it  results  in  the  selection  and  weighting  of  predictor 
item?  that  are  most  accurate  for  that  area,  since  it  examines  only 
the  car,  issuer's  customers  within  that  area.   This  procedure  is  quite 
expei.Live  and  .muld  require  endless  time  delays  for  card  issuers  that 
operate  in  widespread  geographic  areas,  for  example.   There  is  also  no 
assurance  that  the  separate  systems  would  be  much  better  than  a  single 
overall  system;  they  have  not  always  bee::  so  in  my  experience.   There- 
fore, card  issuers  should  be  allowed  but  not  required  to  construct  such 
system::  . 

Senator  Levin.  Thank  you,  Mr.  Myers.  Mr.  Chandler? 

Dr.  Chandler.  Thank  you. 

I  am  Gary  Chandler,  Georgia  State  University.  I  am  an  academi- 
cian with  a  deep  interest  in  consumer  credit.  I  have  been  a  consul- 
tant to  the  Federal  Reserve  Board  during  the  drafting  of  regulation 

B. 

I  have  also  been  a  consultant  to  several  large  creditors  and  credit 
attorneys.  My  background  and  qualifications  are  appended  to  my 
written  statement. 

Senator  Levin.  Let  me  interrupt  you.  Because  of  the  length  of 
your  statement,  Mr.  Chandler,  if  you  feel  that  you  are  able  to 
summarize,  that  would  be  fine,  because  of  the  hour,  and  all  of  your 
statement  will  be  put  in  the  record.  It  is  up  to  you. 

Dr.  Chandler.  I  will  take  about  7  or  8  minutes. 

I  would  also  like  to  submit  three  articles  which  are  part  of  the 
appendix  to  be  part  of  the  record.  If  the  record  could  be  left  open 
for  2  weeks,  I  will  have  a  fourth  article. 

[Three  of  the  articles  referred  to  have  been  retained  in  the 
subcommittee  files.  The  paper  titled  "Discrimination  on  the  Basis 
of  Sex  Under  the  Equal  Credit  Opportunity  Act"  is  reprinted  fol- 
lowing Dr.  Chandler's  prepared  statement.] 

DEFINITION    OF   CREDITWORTHINESS 

Dr.  Chandler.  To  summarize,  let  me  hit  some  high  points.  I 
spent  some  time  talking  about  the  definition  of  creditworthiness,  a 
very  elusive  topic.  I  must  mention  that  the  meaning  of  credit 
worthiness  can  vary  tremendously.  It  is  in  the  eyes  of  the  beholder, 
and  not  an  absolute  human  trait. 

Creditworthiness  is  most  appropriately  addressed  as  an  applicant 
that  the  creditor  estimates  will  have  a  high  enough  likelihood  of 
repayment  to  be  considered  satisfactory  for  that  credit.  Of  course, 
this  level  will  change  with  the  economic  setting,  the  cost  revenues 
structure  of  the  creditor,  and  the  credit  evaluation  system. 
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Being  turned  down  for  credit  is  not  a  social  evil.  It  is  not  a 
personal  attack.  It  simply  means  that  on  the  current  credit  evalua- 
tion system,  there  are  a  given  number  of  people  ranking  ahead  of 
you,  and  we  reach  the  point  of  the  marginal  cost  equaling  the 
marginal  revenue,  and  that  is  where  credit  extension  should  stop 
from  an  economic  point  of  view. 

Much  of  the  social  stigma  revolves  around  people  feeling  of- 
fended by  receiving  a  notice  for  specific  reasons  of  denial.  I  share 
the  enthusiasm  that  people  should  receive  reasons.  I  would  not, 
though,  indicate  that  the  reasons  selected  either  by  something 
under  the  Fed's  guidelines  or  under  the  FTC's  various  interpreta- 
tions are  the  correct  and  only  or  truly  the  specific  reasons.  There 
are  literally  hundreds  of  thousands  of  combinations  for  a  scoring 
system  that  could  also  have  led  to  the  rejection. 

So  part  of  the  problem  stems  from  the  fact  that  we  cannot  easily 
tell  a  person  why  they  are  denied  credit  under  credit  scoring  or 
judgmental.  But  in  judgmental  we  can  produce  from  a  lending 
officer  an  answer  that  sounds  more  appealing.  If  you  correct  that 
action  by  going  to  another  lending  officer  of  that  same  institution, 
you  are  rolling  the  dice  again. 

There  are  no  variables  that  cause  creditworthiness.  Causality  has 
been  thrown  around  in  these  hearings,  and  it  has  a  very  precise 
meaning — that  something  causes  it.  There  are  proxies,  surrogates, 
if  you  wish. 

Now  many  of  the  surrogates  are  much  more  appealing  than 
others.  Income  is  very  appealing;  however,  tested  statistically  it 
would  be  one  of  the  lower  predictive  characteristics  for  many 
creditors. 

Credit  history — I  share  Senator  Levin's  feelings,  that  this  is  one 
of  the  strongest  predictors  of  one's  performance.  I  might  mention 
that  the  effects  test  would  apply  to  the  ZIP  code  issue.  In  order  to 
test  whether  or  not  such  a  case  might  be  made — and  let  me  com- 
ment, of  course,  that  we  are  not  attorneys,  and  there  is  a  great 
deal  unknown  as  to  what  would  happen — we  just  ran  some  statisti- 
cal tests  on  marital  status  and  sex  of  the  individual  and  the  tradi- 
tional variables  like  income,  banking  relationship,  et  cetera. 

Of  the  43  variables  tested,  40  had  statistically  significant  rela- 
tionship with  either  the  sex  and/or  marital  status.  There  is  virtual- 
ly no  characteristic  that  is  shared  equally  among  all  of  the  differ- 
ent classes.  I  would  conclude  that  effects  test  cases  could  be  made 
on  geographic  or  ZIP  code  bases  where  warranted.  One  of  the  roles 
of  geography  is  the  fact  that  things  which  predict  creditworthiness 
and  the  relationship  to  credit  worthiness  vary  with  different  parts 
of  the  country.  We  did  one  test  on  a  very  mobile,  rapidly  growing 
city,  much  like  Washington,  and  we  found  that  homeownership 
versus  renting  did  not  even  predict  credit  worthiness. 

Looking  at  a  fairly  close  city  that  was  much  more  stable,  much 
slower  growing,  homeownership  did  predict  creditworthiness.  These 
differences  through  regional  models,  or,  if  you  wish,  city  by  city 
models  perhaps,  I  share  Professor  Myer's  concern,  should  be  cap- 
tured, because  they  lead  to  more  appropriate  decisions. 

Senator  Levin.  Be  what? 

Dr.  Chandler.  Captured  within  the  models.  Different  models, 
different  regions  where  appropriate. 
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I  might  add  that  we  often  worry  about  the  plight  of  the  central 
city,  and  we  know  that  people  in  those  areas  don't  have  as  much 
income.  They  don't  have  the  types  of  occupations,  a  lot  of  things. 
They  don't  have  the  credit  references.  The  very  way  to  give  more 
credit  perhaps  in  those  areas  might  well  be  separate  regional 
models  for  those  areas  to  take  into  consideration  what  predicts 
credit  worthiness  there,  not  hold  them  up  to,  say,  traditional,  white 
middle-class  standards. 

One  experiment — and  this  will  prompt  a  question  or  two  from 
Senator  Levin,  I  am  sure — we  developed  a  credit  scoring  model 
using  sex  before  it  was  outlawed  by  regulation  B.  We  essentially 
gave  women  51  more  points  than  men  to  capture  differences  in  the 
relationships  of  the  other  characteristics  to  creditworthiness. 

We  redid  the  model,  of  course,  and  we  found  out  that  the  approv- 
al rate  was  only  slightly  smaller — excuse  me,  the  approval  rate  was 
set  the  same  by  the  creditor.  The  error  rate  was  slightly  smaller, 
but  we  asked  one  very  telling  question:  Did  it  change  who  got 
credit?  We  found  out  that  10  percent  fewer  women  would  receive 
credit  from  this  creditor. 

We  decided  to  examine  whether  or  not  the  characteristics  of  men 
and  women  have  differed,  and,  of  course,  they  do.  But  the  real 
telling  thing — does  the  same  information  for  a  male  or  a  female 
indicate  different  degrees  of  creditworthiness.  We  have  illustra- 
tions in  my  written  statement  of  some  of  the  numbers  that  were 
wrong. 

Let  me  point  out  one  example.  Homeownership — and  bear  in 
mind  this  is  about  the  1971-72  time  horizon.  In  the  general  model 
of  all  applicants,  everyone  who  owned  a  home  received  87  points. 
In  the  female-only  model,  the  female  who  owned  a  home  would 
receive  221  points.  Overall  the  female-only  model  would  allow  the 
creditors  to  accept  18  to  63  percent  more  females,  depending  on  the 
overall  approval  rate  they  desired  in  the  portfolio. 

In  conclusion  let  me  state  that  it  is  very  important — and  here  I 
share  the  Fed's  opinion  and  the  FTC's — that  we  tread  very  careful- 
ly, because  the  impact  may  not  be  what  it  first  appears. 

In  some  instances,  central  city  regions  or  some  less  economically 
advantaged  regions  may  receive  positive  points  to  indicate  they 
don't  have  as  much  income,  they  don't  have  as  much  tenure  on 
their  jobs,  but  they  pay  a  little  better  than  the  people  in  the  other 
regions  with  these  same  characteristics. 

AMEND   LEGISLATION   TO   PROHIBIT   DISCRIMINATION 

There  is  a  possibility  that  S.  15  as  written  would  eliminate 
blatant  discrimination  that  perhaps  is  practiced  by  some  credi- 
tors— the  absolute  redlining.  I  would  recommend,  though,  in  clos- 
ing that  S.  15  be  amended  to  prohibit  discrimination  solely  on  the 
basis  of  location  or  amended  something  like — to  prohibit  the  use  of 
location  of  residence  in  any  detail  greater  than  the  first  three 
digits  of  the  ZIP  code  as  a  characteristic  within  a  credit  evaluation 
system,  except  where  the  grouping  of  smaller  units  is  based  on 
demonstrably  similar  payment  habits. 

Let  me  mention  one  other  thing.  In  Dr.  Myer's  testimony,  I  was 
a  little  confused  by  the  statement  that — and  I  share  this  concern — 
the  best  way  to  tell  how  a  system  works  is  to  score  people  and  note 
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the  delinquency  rate  and  adjust  the  delinquency  rate  region  by 
region  to  where  you  have  the  same  loss,  the  same  risk  exposure, 
throughout  the  country. 

The  problem  in  doing  that  on  a  one  region  model  within  the 
region — I  think  is  very  close  to — mathematically  the  same  as  as- 
signing points  for  regions.  Within  that,  I  see  very  little  difference. 
The  only  fact  is  that  the  points  are  assigned  on  older  data,  and  the 
cutoff  changes  would  be  made  on  the  performance  demonstrated — 
perhaps,  slightly  more  desirable. 

Thank  you. 

[Complete  statement  and  additional  paper  of  Dr.  Chandler  fol- 
lows:] 
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WRITTEN  STATEMENT 

Gary  G.  Chandler 

INTRODUCTION 


I  am  an  academician  by  trade  and  one  with  a  deep  interest  in 
consumer  finance.   I  was  a  consultant  to  the  Federal  Reserve 
System  during  the  drafting  of  the  Amendments  to  Regulation  B.   In 
addition,  I  have  been  a  consultant  to  several  creditors  and 
credit  attorneys.   My  background  and  qualifications  are  presented 
in  Appendix  A. 

My  comments  concerning  S.  15  are  based  on  research,  discussions 
with  consumers,  regulators  and  creditors,  and  the  results  of 
developing  many  credit  scoring  systems.   This  text  will  be 
relatively  brief  with  supporting  material  (Appendix  B)  available 
upon  request. 

Senator  Levin's  proposed  legislation  (S.  15)  seeks  to  prohibit 
discrimination  on  the  basis  of  geography  in  the  issuance  and  use 
of  credit  cards.   The  worthwhile  purpose  of  such  legislation, 
which  I  presume  is  to  make  credit  more  widely  available  and 
prohibit  unfair  discrimination  in  the  granting  of  credit,  is 
beyond  question.   This  text  will  discuss  how  that  objective  might 
be  served  (or  not  served)  by  the  proposed  legislation.   In  order 
to  address  the  topic  I  will  discuss  (1)  the  definition  of 
creditworthiness,  (2)  the  measurement  of  creditworthiness,  (3) 
the  role  of  geography  in  credit  evaluation  and  (4)  the  impact  of 
the  elimination  of  information. 


CREDITWORTHINESS 

Rather  than  an  individual  trait  that  can  be  measured  by  an 
absolute  standard,  creditworthiness  should  be  thought  of  as  the 
probability  that  an  applicant  will  exhibit  a  future  payment 
behavior  satisfactory  to  the  creditor.   When  a  creditor  decides 
to  turn  down  an  applicant  for  credit,  presumably  the  creditor  has 
evaluated  the  creditworthiness  of  the  applicant  and  judged  it  to 
be  below  the  minimum  required  for  acceptance.   In  order  to 
understand  this  process,  the  term  creditworthiness  must  be 
defined.   Regulation  B  refers  to  creditworthy  and  noncreditworthy 
applicants  as  if  an  absolute  dichotomy  could  be  made  between 
these  two  groups.   Creditworthiness  tends  to  be  treated  as  an 
individual  trait  that  can  be  measured  by  an  absolute  standard, 
where  the  creditworthy  pay  all  their  obligations  as  agreed  and 
the  noncreditworthy  do  not.   Unfortunately,  the  credit  world  is 
not  that  simple;  individuals  often  exhibit  different  payment 
behavior  with  resect  to  different  creditors  (paying  the  mortgage 
better  than  the  oil  company  credit  card),  at  different  times 
during  their  lives,  and  under  different  economic  conditions.   In 
addition,  different  types  of  creditors  (normally  with  different 
cost  and  revenue  functions)  have  different  standards  as  to  what 
constitutes  satisfactory  payment  behavior.   For  example,  a  bank 
credit  card  operation  might  require  that  accounts  become  60  days 
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the  credit  evaluation. 

When  creditors  determine  the  minimum  level  of  creditworthiness 
required  for  acceptance,  they  are  motivated  by  the  profit  that 
will  result.   Many  factors  impact  this  decision:  the  interest 
rate  on  the  credit  extended,  the  cost  of  funds  to  the  creditor, 
the  creditor's  processing  costs  and  collection  costs,  the 
accuracy  of  the  measurement  of  the  applicant's  creditworthiness, 
and  others.   In  theory,  the  maximum  level  of  acceptable  risk 
(that  an  account  will  be  bad)  should  be  established  at  the  point 
where  the  expected  marginal  cost  of  an  account  is  equal  to  the 
expected  marginal  revenue  from  an  account  (i.e.,  where  the 
expected  profit  is  equal  to  zero).   This  result  assumes  that  the 
accuracy  of  the  credit  evaluation  system  is  held  constant.   II 
the  evaluation  system  becomes  less  accurate,  the  creditor  should 
lower  this  maximum  level  (lower  the  approval  rate)  to  compensate 
for  the  increased  risk.   This  maximum  level  also  will  change  as 
the  cost  and  revenue  factors  change.   An  applicant  might  receive 
credit  in  one  economic  setting  and  be  rejected  in  another  even  by 
the  same  creditor.   Being  denied  credit  does  not  infer 
necessarily  that  the  applicant  was  noncreditworthy  in  a 
derogatory  sense,  but  that  the  applicant's  probability  of  being 
good  is  simply  too  low  at  the  time  the  applicant  applied  given 
the  existing  cost-revenue  structure  and  credit  evaluation  system 
of  the  creditor. 

MEASUREMENT  OF  CREDITWORTHINESS 

Measuring  the  creditworthiness  of  an  applicant  is  not  an  easy 
task.   The  creditor  gathers  information  regarding  the  applicant 
through  applications  and  often  credit  bureau  reports  and  direct 
investigation.   Lacking  absolute  measures  of  creditworthiness, 
the  creditor  compares  the  information  collected  with  the  payment 
performance  of  the  creditor's  past  applicants  having  similar 
characteristics.   The  end  result  of  this  evaluation  is  an 
estimate  of  the  creditworthiness  of  the  applicant. 

creditors  typically  use  information  concerning  the  applicants's 
income,  time  at  residence,  time  on  the  job,  credit  references, 
payment  performance  on  past  debts  and  many  other  items  to 
evaluate  creditworthiness.   Some  creditors  also  consider  the 
occupation  and  the  geographic  location  of  the  residence.   It  has 
been  stated  that  some  of  the  items  considered  do  not  relate 
directly  to  the  creditworthiness  or  credit  performance  of  the 
applicant,  and  further  that  applicants  are  classified  into  groups 
with  similar  characteristics,  and  not  judged  on  their  own  merits 
as  an  individual . 

While  it  can  be  said  that  grouping  applicants  by  geographic 


344 


location  does  not  treat  them  as  individuals,  this  can  be  said  of 
any  characteristic  used  to  evaluate  creditworthiness.   All 
persons  with  low  income  will  not  exhibit  the  same  payment 
behavior.   Some  persons  who  have  paid  satisfactorily  in  the  past 
will  not  pay  satisfactorily  in  the  future.   The  point  is  that 
individuals  with  common  characteristics  behave  similarly  on  the 
average.   In  dealing  efficiently  with  large  numbers  of 
applicants,  the  creditor  must  analyze  creditworthiness  based  on 
average,  just  as  insurance  companies  evaluate  risk  based  on  the 
laws  of  probability.   To  ask  the  creditors  to  do  otherwise  would 
increase  the  costs  of  the  credit  evaluation  process  to  the  point 
that  many,  if  not  all,  creditors  would  withdraw  from  the  consumer 
credit  market. 

The  profit  motive  should  lead  creditors  to  desire  an  accurate 
credit  evaluation  system.   Therefore,  creditors  should  wish  to 
utilize  only  that  information  that  is  causally  linked  to 
creditworthiness;  however,  the  true  factors  determining  future 
creditworthiness  cannot  be  measured  by  any  known  technique.   We 
simply  are  not  able  to  establish  "cause-and-ef feet "  relationships 
in  the  evaluation  of  creditworthiness. 
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It  is  important  that  creditors  use  only  characteristics  in  credit 
evaluation  that  are  related  to  creditworthiness.   It  is  in  every 
creditors  self-interest  to  use  only  information  that  will 
increase  the  ability  of  that  creditor  to  predict 
creditworthiness.   There  should  be  a  statistical  or  "manifest" 
relationship  between  the  characteristics  used  and 
creditworthiness.   A  statistical  relationship  can  be  established 
if  the  frequency  of  the  characteristic  in  the  good  accounts 
varies  significantly  from  its  frequency  in  bad  accounts. The 
following  example  is  a  statistical  test  of  the  characteristic 
high  income,  where  14.2  percent  of  the  bad  accounts  have  high 
income  and  27.5  percent  of  the  good  accounts  have  high  income. 
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TOTAL  GROSS  ANNUAL  INCOME 
CHARACTERISTIC:  HIGH  INCOME 


!   BAD 

i 

!   GOOD 

NO  !  85. 8% 

1 

!  72.5% 

YES  !  14.2% 
i 

!  27.5% 

1 

Corrected  Chi-square  =  62.15222  with  one  degree  of  freedom. 
Statistical  Significance  =  .0001 

The  statistical  test  shows  that  there  is  .0001  probability  that 
above  differences  in  the  frequency  of  the  occurrence  of  high 
income  between  the  good  and  bad  accounts  could  be  due  to  chance. 

It  has  been  mentioned  that  some  of  the  characteristics  used  in 
credit  evaluation  act  as  surrogates  for  characteristics  which  are 
proscribed  in  Regulation  B  (for  instance;  sex,  marital  status, 
race,  color,  national  origin  and  etc.).   Of  particular  interest 
to  S.  15  is  the  idea  that  the  use  of  geographic  characteristics 
(for  instance;  zip  codes)  may  discriminate  against  minorities. 

Regulation  B  states  that  the  "effects  test"  is  to  be  applicable 
to  a  creditof's  determination  or  creditworthiness.   The 
principles  of  the  "effects  test"  apply  when  the  credit  standards 
(characteristics  used  in  evaluation)  operate  to  disqualify 
applicants  in  a  "protected"  group  at  a  substantially  higher  rate 
than  the  applicants  who  are  not  members  of  the  protected  group. 
The  protected  groups  are  defined  according  to  sex,  marital 
status,  race,  color,  religion,  national  origin,  age,  receipt  of 
income  from  public  assistance  programs  and  good  faith  exercise  of 
rights  under  the  Consumer  Credit  Protection  Act. 


The  precise  manner  in  which  the  courts  will  apply  the  effects 
test  in  credit  discrimination  litigation  is  not  known,  but  it 
might  be  assumed  that  the  application  will  be  similar  to  that  in 
the  employment  discrimination  area.   In  general,  the  application 
of  the  effects  test  followed  a  three  step  process: 
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STEP  1 


A  credit  applicant  or  enforcement  agency  may  present  a 
prima  facie  case  of  illegal  discrimination  if  it  can 
demonstrate  that  a  creditor's  use  of  certain  credit 
standards  has  the  "effect"  of  denying  credit  to  members  of 
a  protected  class  of  applicants  at  a  significantly  higher 
rate  than  other  classes  of  applicants. 


STEP  2 


The  creditor  may  rebut  the  prima  facie  case  of 
discrimination  by  showing  that  the  credit  standards  in 
question:  (a)  were  uniformly  applied,  and  (b)  bore  a 
manifest  relationship  with  creditworthiness. 


STEP  3 

The  credit  applicant  or  enforcement  agency  could  still 
establish  the  illegal  discrimination  case  by  demonstrating 
that  an  alternative  credit  standard  existed  that  would 
have  a  less  discriminatory  effect  and  would  also  serve  the 
creditor's  legitimate  business  interests. 

In  order  to  examine  the  availability  of  credit  predicting 
characteristics  (standards)  that  would  not  have  a 
disproporationate  impact  on  protected  groups  we  tested  several 
traditional  credit  characteristics  on  a  sample  of  over  2,000 
credit  card  applicants.   The  only  protected  groups  of  applicants 
that  could  be  identified  from  the  data  were  based  on  sex  and 
marital  status.   A  Chi-square  test  was  used  to  determine  if  a 
systematic  relationship  existed  between  particular 
characteristics  and  membership  in  the  protected  groups.   An 
example  of  a  test  for  dispropornate  impact  of  low  income  on  the 
sex  of  the  applicant  is  given  below: 


EFFECTS  TEST  EXAMPLE 

PROTECTED  GROUP:  FEMALE 

CHARACTERISTIC:  INCOME 


SEX 

i 
i 

i 

MALE! FEMALE 
i 

LESS  THAN  $8000 

i 
i 

560  !  433 

1 

GREATER  THAN  $8000 

i 

i 

17261  H27 

t 

TOTAL 

i 

t 
i 

2286!  860 

Corrected  Chi-square  =  11 
Significance  =  .0001 


3  with  1  degree  of  freedom  Statistical 


The  statistical  test  demonstrates  that  there  is  less  than  a  .0001 
probability  that  the  observed  differences  in  the  frequency  of  low 
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income  for  males  and  females  could  have  occurred  by  chance. 

The  following  characteristics  were  tested  for  significant 
differences  in  the  way  they  impacted  the  protected  groups  in 
comparison  to  other  groups: 

Type  of  employer  Time  on  the  job 

Type  of  position  Number  of  dependents 

Banking  relationship  Type  of  housing 

Time  at  residence  Credit  history 

Type  of  credit  references    Type  of  credit  inquiries 

Number  of  references     Number  and  recency  of  inquires 

Age  Income 

Each  of  the  above  characteristics  were  statistically  related  (at 
the  .05  level  of  significance)  to  the  applicant's  sex  and/or 
marital  status.   In  all,  43  individual  pieces  of  information  were 
tested  and  40  were  found  to  differ  statistically  in  value 
according  to  sex  and/or  marital  status.   The  conclusion  is  that 
few  if  any  credit  characteristics  do  not  provide  a  prima  facie 
case  of  discrimination  under  the  effects  test.   I  can  only 
conclude  that  geographic  information  (while  not  tested  in  our 
study)  would  also  be  subject  to  the  effects  test,  given  that 
different  racial  groups  often  to  live  in  concentrated  areas. 
Since  almost  any  characteristic  might  be  used  in  an  effects  test 
case,  it  becomes  important  that  creditors  establish  the 
relationship  between  the  characteristics  that  are  used  for  credit 
evaluation  and  creditworthiness.   The  example  shown  for  high 
income  illustrates  one  method  of  establishing  the  desired 
statistical  relationship. 

ROLE  OF  GEOGRAPHY  IN  CREDIT  EVALUATION 

Should  geographic  distinctions  have  any  bearing  on  credit 
evaluation?  It  is  a  difficult  issue.   There  are  two  general  types 
of  credit  evaluation  systems:  judgmental  and  credit  scoring. 
Both  systems  operate  similarly  and  utilize  information  in  much 
the  same  way.   The  major  difference  is  that  the  judgmental 
process  is  subjectively  based  and  credit  scoring  is  empirically 
based.   Both  systems  must  select  characteristics  and  assign 
relative  importance  to  each  characteristic  in  order  to  predict 
creditworthiness. 

If  the  same  evaluation  method  (using  the  same  relative  weights) 
is  used  to  predict  the  creditworthiness  of  two  or  more  distinct 
subgroups,  difficulties  can  occur  if  (1)  the  characteristics  that 
predict  creditworthiness  differ  and/or  (2)  the  same 
characteristics  relate  differently  to  creditworthiness.   If  one 
credit  evaluation  system  is  used  on  multiple  subgroups  the 
accuracy  of  such  a  system  may  be  lower  than  if  each  group  had  its 
own  system  based  on  the  creditor's  experience  within  that  group. 

If  the  same  credit  evaluation  system  was  applied  to  applicants 
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We  have  developed  credit  scoring  systems  and  tested  for 
geographic  differences  and  found  many  such  differences  to  exist. 
In  one  instance  we  contrasted  a  older  and  more  established  city 
with  a  city  having  a  younger  and  more  mobile  population.   The 
results  indicated  that  in  the  older  city  an  home  ownership  and 
living  at  the  same  residence  for  9  years  or  more  were  both 
statistically  related  to  creditworthiness.   In  the  newer  city  the 
results  demonstrated  that  home  ownership  was  not  statistically 
related  to  creditworthiness  and  that  only  ^  years  at  the 
residence  were  needed  to  develop  a  relationship  with 
creditworthiness. 


In  another  test,  we  used  a  credit  scoring  model  developed  on 
applicants  living  in  the  Midwest  to  predict  creditworthiness  in 
the  West  and  the  accuracy  was  approxiamately  13  percent  less  than 
when  using  the  scoring  model  developed  on  Western  applicants. 
The  Western  credit  scoring  model  was  then  applied  to  the 
Midwestern  applicants  and  the  accuracy  was  approximately  20 
percent  less  than  when  using  their  own  scoring  model. 
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A  simpler  approach  to  identifying  geographic  distinctions  is  a 
credit  evaluation  system  that  has  the  geographic  location  as  a 
characteristic  within  the  system  rather  than  using  a  separate 
system  for  each  region.   Due  to  the  policital  sensitivity  of  this 
issue,  creditors  often  will  use  all  other  characteristics  first 
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and  then  determine  if  the  inclusion  of  the  geographic  factor  will 
increase  their  ability  to  predict  creditworthiness.   The 
advantage  of  this  procedure,  instead  of  separate  credit 
evaluation  systems,  is  that  it  requires  less  expense  and  less 
data  to  develop.   The  disadvantage  is  that  it  is  in  general  less 
accurate . 

If  this  approach  is  used  in  a  credit  scoring  model,  it  is 
inappropriate  to  examine  the  points  assigned  to  the  different 
geographic  regions  and  make  inferences  regarding  how  the  model  is 
treating  the  applicants  within  those  regions.   The  geographic 
variables  are  adjusting  for  differences  in  the  relationships 
between  the  characteristics  and  creditworthiness  that  exist  in 
the  different  regions.   It  is  attempting,  in  a  limited  way,  to 
address  the  problem  that  often  causes  the  need  for  separate 
credit  evaluation  systems.   In  general,  it  is  not  appropriate  to 
examine  the  points  assigned  to  any  single  characteristic  since 
the  characteristic's  points  only  have  meaning  within  the  context 
of  the  entire  model.   The  only  way  to  infer  how  a  model  treats  a 
specific  group  is  to  score  the  individuals  within  that  group.   If 
different  approval  rates  are  encountered  it  does  not  mean  that 
the  model  is  inappropriate.   If  different  accuracy  rates  are 
encountered  there  may  be  a  need  for  corrective  action. 

It  is  very  important  that  the  creditor  determine  appropriate 
regions  to  be  grouped  together  for  similar  treatment  in  the 
credit  evaluation  system.   The  procedures  used  vary  from 
subjective  based  on  the  view  of  the  creditor  to  elaborate 
statistical  analysis.   The  smaller  the  geographic  regions  that 
are  treated  together  the  more  precise  should  be  the  method  of 
grouping.   If  a  creditor  lacks  sufficient  credit  experience  in  a 
region  to  be  able  to  determine  on  the  basis  of  credit  performance 
that  the  region  is  similar  to  another  region  or  group  of  regions, 
there  is  little  basis  for  assigning  that  region  to  any  area  other 
than  the  surrounding  region.   Some  broad  groupings  have  certain 
logical  appeal  such  as  urban  versus  rural. 

It  has  been  stated  that  some  creditors  engaged  in  absolute 
redlining,  refusing  to  grant  credit  in  certain  geographic  areas 
regardless  of  the  other  characteristics  of  the  applicant.   It 
would  be  improper  to  base  a  credit  decision  on  one  factor  and 
ignore  the  rest  of  the  applicant's  characteristics.   Credit 
scoring  models  predict  creditworthiness  on  the  basis  of  all  the 
characteristics  and  their  intercorrelationship  with  each  other. 
Judgmental  evaluation  uses  several  characteristics  together  to 
evaluate  creditworthiness. 


IMPACT  OF  THE  ELIMINATION  OF  INFORMATION 

From  a  statistical  point  of  view  the  elimination  of  information 
can  not  improve  the  accuracy  of  a  credit  evaluation  system 
(assuming  that  the  credit  evaluation  system  was  properly 
developed  and  did  not  improperly  include  nonpredictive 
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information).   In  fact,  elimination  of  information,  if  it  was 
properly  used,  will  decrease  the  predictive  ability  of  a  credit 
evaluation  system.   Less  accurate  predictions  of  creditworthiness 
will  cause  more  errors.   There  are  two  types  of  errors:  (1) 
accepting  an  applicant  who  does  not  pay  and  (2)  rejecting  an 
applicant  who  would  have  paid.   Neither  error  is  a  beneficial  to 
either  the  creditor  or  the  applicant.   The  more  accurate  the 
credit  evaluation  process  the  fewer  errors  and  thus  the  higher 
level  of  the  approval  rate  (maximum  level  of  acceptable  risk). 

We  have  had  some  opportunities  to  test  the  impact  of  the 
elimination  of  information. 

Regulation  B  eliminated  the  ability  of  creditors  to  consider  the 
sex  of  an  applicant  in  the  credit  evaluation.   Prior  to 
Regulation  B  we  had  developed  a  credit  scoring  system  which  used 
sex  as  a  characteristic.   Female  applicants  were  granted  an 
additional  51  points.   The  system  was  redeveloped  and  the  sex 
characteristic  was  eliminated  when  Regulation  B  became  effective. 
We  tested  the  revised  credit  scoring  model  on  a  separate 
validation  sample  and  found  that  approximately  10  percent  fewer 
females  would  be  approved  than  under  the  older  system.   This 
result  caused  us  to  make  a  detailed  examination  of  the  role  of 
the  applicant's  sex  in  credit  granting. 

The  first  step  was  to  determine  if  the  characteristcs  of  the 
creditor's  male  and  female  applicants  differed.   The  following 
illustrates  some  of  the  differences: 

SELECTED  SAMPLE  CHARACTERISTICS  OF  APPLICANTS 


CHARACTERISTIC 

!  FEMALE 

1 

!   MALE 

LOW  INCOME 

\    58.8? 

I  23.6% 

HOME  OWNERSHIP 

!  15.7% 

!  24.3% 

In  general,  the  demographic  profiles  of  the  male  and  female 
applicants  were  quite  different.   In  many  instances  females 
probably  would  receive  less  credit  than  males  because  they  tend 
to  have  fewer  creditworthly  characteristics  (if  judged  by  the 
same  standard)  than  males  in  our  society.   The  initial  reaction 
might  be  that  this  is  a  fact  of  life  and  not  the  creditor's 
problem.   A  problem  does  develop  for  the  creditor,  however,  if 
the  same  characteristics  relate  differently  to  creditworthiness 
depending  on  whether  the  applicant  is  male  or  female.   This 
problem  is  illustrated  below: 
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CREDITWORTHINESS  IN  FEMALES  AND  MALES 
WITH  THE  SAME  CHARACTERISTICS 

T T T 

CHARACTERISTIC   |     PERFORMANCE     !  FEMALE  !   MALE 

T T T 

LOW  INCOME     !         BAD         !   40%    !   51% 
i  i         i 

T T T 

!        GOOD       !   60?    !   49% 
i  i        i 

T T T 

I  I  I 

r t t 

HOME  OWNERSHIP   !         BAD         I   11*    !   26% 
i  i         i 

T T T 

!        GOOD       !   89%    !   7^% 
■  i        i 

T T 1 

The  illustration  above  is  based  on  a  sample  of  one-half  bad 
accounts  and  one-half  good  accounts.   The  results  of  the  analysis 
demonstrated  that  satisfactorily  paying  men  and  women  have 
different  credit  profiles. 

The  next  step  of  the  research  was  to  develop  separate  credit 
scoring  models  for  the  females  and  the  males.   The  model  for  the 
males  was  so  similar  to  the  general  model  (developed  on  a  sample 
containing  both  male  and  female  applicants)  that  the  general 
model  will  be  used  for  comparison  with  the  female  model. 
Consider  the  following  examples  of  the  point  differences: 

POINTS  FOR  SELECTED  CHARACTERISTICS 


CHARACTERISTIC 

i 
i 

GENERAL  MODEL 

1 
1 
t 

FEMALE  MODEL 

LOW  INCOME 

i 
i 

-123 

1 
1 

-76 

HOME  OWNERSHIP 

i 
i 

87 

1 

1 
1 

221 

The  points  assigned  to  the  same  characteristics  varied  greatly 
between  the  general  model  and  the  female  model .   However ,  the 
real  test  of  whether  two  models  are  really  different  is  in  the 
predictive  results.   The  tests  which  were  performed  on  a  separate 
validation  sample  indicated  that  the  female  model  would  approve 
more  females  than  the  general  model  at  every  risk  level  (overall 
approval  rate).   The  increases  in  the  approval  rate  for  female 
applicants  over  the  general  model  ranged  from  about  18  percent  to 
almost  63  percent  depending  on  the  desired  risk  level.   This 
study,  leads  me  to  question  the  idea  that  the  females  credit 
standing  would  be  improved  by  the  exclusion  of  appropriate 
information  from  consideration. 


In  another  experiment,  I  eliminated  the  age  characteristic  from  a 
credit  scoring  model  and  redeveloped  the  model.   The  revised 
model  was  tested  on  a  separate  validation  sample  and  the  results 
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indicated  that  if  the  creditor  used  the  model  without  age  it 
would  double  the  the  rejection  rate  of  the  older  applicants  when 
compared  to  the  model  including  age. 

The  results  of  these  studies  suggest  that  extreme  caution  should 
be  taken  in  eliminating  information  when  evaluating 
creditworthiness.   On  the  other  hand,  the  elimination  of 
information  may  cause  some  creditors  that  had  been  unfairly 
discriminating  against  protected  classes  to  end  the  practice. 
However,  creditors  who  use  judgmental  evaluation  could  still  use 
the  information  (either  consciously  or  subconsciously)  given  that 
the  information  may  continue  to  be  gathered  or  obtained  in  some 
cases  by  observation.   Obviously,  creditors  using  credit  scoring 
can  not  use  information  if  it  is  not  used  in  the  credit  scoring 
model  . 


SUMMARY 

If  S.  15  is  enacted  in  a  manner  that  would  prohibit  the 
consideration  of  the  location  of  the  applicant's  residence  in 
credit  evaluation,  the  results  could  be  counter  productive. 

Our  research  indicates  that: 


(1) 


(2) 


(3) 


(4) 


The  characteristics  that  predict  creditworthiness  differ  by 
location  of  the  applicant. 


The  relative  importance  of  the  characteristics  to  the 
prediction  of  creditworthiness  differ  by  location  of  the 
applicant . 


Credit  evaluation  systems  based  on  applicants  living  in  the 
same  geographic  region  are  more  accurate  than  broader 
systems . 


The  elimination  of  information  in  the  evaluation  of 
creditworthiness  can  often  produce  results  that  reduce  the 
credit  available  to  the  very  group  that  was  to  be  assisted 
by  that  elimination. 

The  net  result  of  the  elimination  of  geographic  considerations  in 
credit  evaluation  would  cause  less  accurate  predictions  of 
creditworthiness  and  hence  reduce  the  availability  of  credit. 
Without  the  ability  to  consider  the  location,  applicants  would  be 
evaluated  by  average  relationships  between  characteristics  and 
creditworthiness.   Applicants  from  less  economically  advantaged 
areas  would  be  measured  by  inappropriate  standards  and  their 
access  to  credit  would  be  further  reduced. 

There  is,  of  course,  the  possibility  that  some  creditors  might 
unfairly  discriminate  on  the  basis  of  location  of  the  applicant's 
residence.   However,  this  discriminatory  practice  could  be 
prosecuted  under  the  "effects  test". 


I  recommend  that  S.  15  either  not  be  passed  or  ammended  to 
prohibit  discrimination  solely  on  the  basis  of  the  location  of 
residence . 
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DISCRIMINATION  ON  THE  BASIS  OF  SEX  UNDER 
THE  EQUAL  CREDIT  OPPORTUNITY  ACT 

* 
Gary  G.  Chandler  and  David  C.  Ewert 

INTRODUCTION 


Persons  or  families  unable  to  obtain  credit  are  unable  to  raise 
their  standard  of  living  through  the  benefits  that  properly  used  credit 
can  generate.    Credit  appropriately  priced,  should  be  available  to  all 
those  who  seek  it  and  have  the  ability  and  intention  to  repay. 

President  Ford  signed  into  law  the  Equal  Credit  Opportunity  Act  (ECOA) 
October  28,  1974,  and  it  became  effective  one  year  later.  The  purpose  as 
stated  in  the  Act  is  ".  .  .  to  make  credit  available  with  fairness,  impar- 
tiality, and  without  discrimination  on  the  basis  of  sex  .  .  ."  Thus,  the 
effectiveness  of  ECOA  might  well  be  measured  in  terms  of  performance, 
because  the  objective  is  to  provide  equal  opportunity  of  obtaining  credit 
for  females  and  males.  However,  the  method  for  granting  credit  is  specified 
later  in  the  Act,  such  that  "...  a  creditor  [shall  not]  take  sex  .  .  . 
into  account  in  .  .  .  connection  with  the  evaluation  of  credit  worthiness 
of  any  applicant."  Compliance  with  a  requirement  relating  to  the  method  of 
granting  credit  may  lead  firms  to  behave  in  a  manner  that  results  in  discrim- 
ination against  females,  albeit  unintentionally.  Thus,  because  the  ECOA 
proscribes  the  method  of  achieving  a  desired  outcome,  the  basic  goal  of 
ECOA  may  not  be  realized,  especially  with  respect  to  females  whose  interest 
the  ECOA's  sponsors  were  attempting  to  protect. 
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RELATION  TO  PREVIOUS  RESEARCH 

Two  earlier  studies  investigating  the  predictability  of  consumer  credit 
worthiness  report  conflicting  conclusions  on  whether  females  are  better 
credit  risks  than  males.  Durand  [8]  finds  that  being  female  is  indicative 
of  a  better  paying  record,  while  Apilado,  Warner,  and  Dauten  [1]  conclude 
the  opposite  is  true.  However,  in  both  studies  the  design  of  the  research  is 
not  to  determine  whether  females  or  males  are  better  credit  risks,  but  to 
see  which  characteristics  are  correlated  with  observed  payment  practices. 
Nevertheless,  as  a  byproduct  of  these  studies  the  authors  do  draw  conclu- 
sions concerning  the  significance  of  a  sex  variable  in  their  models. 

The  importance  of  an  applicant's  sex  in  these  studies  is  determined  by 
the  significance  and  sign  of  the  coefficient  for  a  dummy  female-male 
variable  in  a  multivariate  statistical  formula.  As  explained  later  in 
detail,  such  a  dummy  variable  can  capture  only  one  simple  type  of  difference 
between  the  credit  profiles  of  females  and  males.  This  procedure  may  not 
provide  conclusive  results. 

The  purpose  of  this  study  is  not  to  test  whether  females  or  males  are 
better  credit  risks,  but  to  examine  how  to  extend  credit  to  females  and 
males  in  a  fashion  consistent  with  ECOA's  stated  purpose.  This  study  will 
test  empirically  the  hypothesis  that  ignoring  the  sex  of  the  applicant  when 
granting  credit  will  systematically  diminish  the  opportunity  for  females 
to  obtain  credit.  The  effects  of  ignoring  marital  status  and  the  resulting 

credit  extended  to  married,  unmarried,  and  separated  individuals  is  not  part 

2 
of  this  study. 
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METHODOLOGY 

A  person's  entire  profile  of  characteristics  (a  multivariate  analysis) 
must  be  examined  to  determine  which  applicants  are  worthy  of  receiving  credit. 
This  approach  is  the  essence  of  statistically  based,  credit  scoring  models. 
Credit  scoring  models  identify  which  factors  are  relevant  in  forecasting 
probabilities  of  potential  debtors  meeting  their  obligations.  Additionally, 
these  models  identify  the  relative  weights  to  apply  to  each  factor  when 
all  of  the  factors  are  to  be  considered  simultaneously.  Because  credit 
scoring  is  widely  used  and  allows  a  systematic  examination  of  each  character- 
istic of  the  applicant,  credit  scoring  techniques  are  central  in  this  study's 

methodology  to  determine  the  impact  of  excluding  any  reference  to  sex  in 

3 
granting  credit. 

Credit  scoring  models  are  developed  using  multiple  regression  in 

which  the  dependent  variable  equals  one  if  the  account  paid  satisfactorily 

or  zero  if  the  account  did  not.  The  general  form  of  the  model  is: 

Y  =  a]  +  b]X]  +  b2X2  +  ...  +  b^ 

where   y  =  an  indicator  dependent  variable  (good  or  bad  account) 

a,  =  intercept 

X.  =  accounts  i   characteristic  or  factor 

b.  =  weight  of  i   factor 

The  models  contain  a  number  of  pieces  of  information  each  weighted  by 
its  own  coefficient.  These  factors  often  include  occupation,  tenure  on  job, 
income,  length  of  time  at  current  address,  and  trade  data. 


In      _   Ovl 
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Data  Base 

A  data  base  of  slightly  over  2,000  credit  applicants  was  collected. 
The  creditor  providing  the  data  is  a  large,  metropolitan  bank  issuing  credit 
cards,  and  the  sample  was  drawn  from  the  population  of  bank  card  applicants 
from  1971  through  early  1974.  A  stratified  random  sampling  technique  was 
employed  to  select  applicants  who  had  been  (1)  rejected  (rejects)  (2)accepted 
and  repaid  in  an  unsatisfactory  fashion  (bads) ,  and  (3)  accented  and  repaid  in 
a  satisfactory  fashion  (goods).    The  bads  were  defined  as  those  accounts 
written  off  by  the  bank  or  seriously  delinquent.   In  the  bank's  view,  a 
seriously  delinquent  account  was  one  in  which  the  costs  of  collection  efforts 
were  greater  than  the  profitability  of  the  account.  An  account  that  had 
been  three-months  past  due  twice  within  the  last  18  months  is  an  example  of  a 
seriously  delinquent  account.  Approximately  one-quarter  of  the  sample 
consisted  of  rejects,  another  quarter  of  bads,  and  half  of  goods. 

Over  200  pieces  of  information  were  recorded  for  each  individual 
including  sex,  occupation,  job  tenure,  length  of  time  at  address,  and  trade 
data  as  reported  by  the  applicant  and  credit  bureau.  Of  the  more  than  2,000 
in  the  total  sample,  just  over  25  percent  were  female.  The  original  data  base 
was  split  randomly  into  two  subsamples.  The  analysis  sample  was  used  to 
construct  the  models  and  contained  two-thirds  of  the  original  data  base. 

The  remaining  observations  were  in  the  holdout  sample  and  used  to  validate 

5 
the  models. 

Credit  Scoring  Models 

In  total,  four  credit  scoring  models  were  constructed.  Model  1  is  in 
full  compliance  with  EC0A  and  Regulation  B  established  by  the  Board  of 
Governors  of  the  Federal  Reserve  System  for  implementing  EC0A.   (The  Federal 
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Reserve  System  has  the  responsibility  for  writing  Regulation  B,  which 

applies  to  all  consumer  creditors  and  not  merely  banks,  and  the  enforcement 

rests  with  a  variety  of  federal  agencies.)  Model  2  uses  the  same  aoplicant 

characteristics  as  the  first  model  plus  a  dummy  variable  for  sex  which  takes 

a  value  of  1  for  females  and  0  for  males.  The  construction  is  in  direct 

conflict  with  Regulation  B,  Section  202.5  (f),  which  states: 

A  creditor  shall  not  take  sex  or  marital  status  into 
account  in  a  credit  scoring  system  or  other  method  of 
evaluating  application. 

Model  3  and  Model  4  provide  for  a  more  flexible  adaptation  of  granting 
credit  given  knowledge  of  the  applicant's  sex.  In  Model  2,  where  a  dummy 
variable  is  used,  the  underlying  assumption  is  that  the  characteristics  of 
female  and  male  applicants  have  the  same  correlation  with  creditworthiness 
That  is,  if  a  particular  type  of  occupation  is  a  discriminating  variable 
between  satisfactory  and  unsatisfactory  borrowers,  then  in  Model  2  it  is 
assumed  to  have  the  same  relevance  (weight)  for  females  as  for  males. 
Because  this  appears  unrealistic,  the  sample  was  stratified  into  females  and 
males  to  form  two  separate  models.  Model  3  was  developed  solely  on  the 
basis  of  female  applicants  and  Model  4  solely  on  the  basis  of  male  appli- 
cants. The  coefficients  for  the  characteristics  in  Model  3  were  quite 
different  than  those  in  Model  4.  This  pair  of  models  also  appears  to  be  in 
violation  of  ECOA  and  Regulation  B. 

EMPIRICAL  RESULTS 
Two  methods  are  employed  to  evaluate  the  differences  in  the  four  models. 
One  method  is  to  examine  the  weights  or  coefficients  for  each  characteris- 
tic. Of  particular  interest  is  the  sign  of  the  dummy  variable  for  sex  in 
Model  2  and  the  differences  in  coefficients  in  Model  3  and  Model  4  for  the 
same  variables. 
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A  better  method  of  evaluating  model  differences  is  to  compare  each 
model's  performance.  Given  a  sample  of  known  credit  risks  (i.e.,  goods, 
bads  and  rejects)  and  the  sex  of  each  individual,  one  can  observe  the  per- 
centages of  females  and  males  that  would  be  granted  credit.  With 
each  model  one  can  also  compute,  for  any  given  level  of  credit  granting, 
the  percentage  of  bad  debts  to  be  expected.  This  method  of  evaluation 
allows  a  test  of  the  hypothesis  that  excluding  consideration  of  the  appli- 
cant's sex  does  not  discriminate  against  females. 

Analysis  of  the  Regression  Weights 

The  same  20  applicant  characteristics  were  used  in  all  four  models, 
and  it  is  interesting  to  see  the  implications  of  the  coefficients  in  the 
various  models.  The  estimated  coefficients  in  the  four  models  differ 
considerably.    Since  display  of  all  of  the  variables  currently  used  by 
the  bank  in  Model  1  would  both  consume  excessive  space  and  reveal  the 
bank's  system,  a  few  illustrative  variables  were  selected  for  Table  1. 
Omitted  variables  are  the  same  in  each  of  the  four  regressions,  and  the 
coefficients  shown  are  representative  of  the  relationships  found  among 
the  models. 
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TABLE  1 
Coefficients  for  Selected  Variables 


Variables 

Model  1 
(legal) 

Model  2 
(sex 
variable) 

Model  3 

(females 

only) 

Model  4 

(males 

only) 

Female 
(dummy) 



.051 

[2.03] 





Low  income 
(dummy) 

-.123 
[6.14]* 

-.133 
[6.34] 

-.076 

[2.14] 

-.152 
[5.93] 

Number  of 

credit  references 

.026 
[2.75] 

.027 
[2.77] 

.072 
[3.10] 

.014 
[1-49] 

Retail  sales 
job  (dummy) 

-.121 
[3.96] 

-.123 
[4.09] 

-.076 
[1.08] 

-.124 
[3.63] 

Banking  relationship 
(dummy) 

.083 
[2.70] 

.081 
[2.65] 

.098 
[1.74] 

.069 
[1.82] 

Home  ownership 
(dummy) 

.087 
[3.73] 

.084 
[3.60] 

.221 
[4-12] 

.046 
[1.89] 

F  statistic 

D.O.F. 

20.071 
43,1914 

20.024 
44,1913 

8.552 
43,464 

14.586 
43,1407 

.311 


.310 


.436 


.308 


Critical  values: 


t(.01,d.o.f. 
t(.05,d.o.f. 
F(.01,d.o.f. 


-)  =  2.326 
°°)  =  1.645 
1000)  =  1.61 


Absolute  value  of  t  statistic 
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Although  there  are  slight  differences  in  coefficients  between  Model  1 
and  Model  2,  they  are  consistent  and  of  interest.  Model  2's  sex  variable 
(value  =  1  if  female)  has  a  coefficient  of  .051.  The  addition  of  the  sex 
variable  to  the  scoring  model  yields  a  positive  weight  for  females,  while 
diminishing  the  importance  of  the  existence  of  bank  relationship  and  raising 
the  weight  on  salary.  Nonetheless,  since  females  less  frequently  have  bank 
ties  and  fall  more  often  than  males  into  the  low-income  category  (see  Table  2), 
they  will  obtain  fewer  points  elsewhere  in  Model  2. 

TABLE  2 

Sample  Characteristics  of  Applicants 

Percent  of  Females         Percent  of  Males 
Characteristic  with  Characteristics       with  Characteristics 

Low  income  58.8%  23.6% 

Home  ownership  15.7%  24.3% 

The  basic  problem  stems  from  pooling  the  data  for  male  and  female 

applicants  to  estimate  regression  coefficients  (estimates  of  "average" 

weights)  when  they  possess  different  characteristic  distributions  or  their 

characteristics  relate  differently  to  credit  performance.  For  example, 

if  men  typically  handle  financial  matters,  only  one  or  two  bank  references 

may  be  an  indicator  of  risk,  while  for  women,  the  establishment  of  even 

one  such  relationship  may  be  indicative  of  good  credit  performance.  Such 

average  weight  systems  tend  to  be  male  dominated  because  the  majority  of 

credit  applicants  are  male.  Pooling  the  data  assumes  that  the  rela- 
tionships between  risk  indicators  and  credit  performance  are  identical 

for  males  and  females  (same  regression  coefficients),  clearly  a  problem 

when  these  coefficients  depend  on  the  scale  of  the  predictor  variables 
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(which  have  very  different  means  and  variances  for  males  and  females) 
and  the  relationship  between  the  predictors  and  credit  performance  may 
well  not  be  the  same. 

Thus,  scoring  systems  like  Model  1  and  Model  2  cannot  fully  capture  the 
information  in  the  two  profiles,  since  it  calculates  only  the  average  of  the 
relationship  found  in  the  two  data  sets.  And,  even  if  the  predictor  variables 

have  the  same  basic  relationship  to  credit  worthiness,  if  one  group  possesses 
less  of  the  attribute  on  average,  coefficients  in  a  pooled  regression  will  not 
give  the  best  answers.  Take  credit  references  as  an  example.  If  women 
have  on  average  only  two  while  men  have  four,  but  credit  references  carry 
the  same  weight  in  determining  credit  worthiness  the  model  will  under- 
state the  credit  worthinessof  women  in  a  pooled  regression.  If  two  credit 
references  for  women  were  equivalent  to  four  for  men  (an  assumption  in 
this  hypothetical  example),  then  separate  regressions  for  women  and  men 
should  yield  coefficients  on  credit  references  roughly  twice  as  large  for 
women  as  for  men.  One  further  complication  should  be  noted,  although 
it  is  not  treated  here.  It  may  also  be  true  that  different  variables  are 
relevant  to  male  credit  worthinessthan  to  female  credit  worthiness  sug- 
gesting the  need  for  different  structural  models. 

With  these  potential  problems,  the  development  of  two  separate  models 
seems  appropriate.  Table  3  supports  the  need  for  two  models,  showing  that 
for  "low  income"  and  "home  ownerships,"  there  are  substantially  different 
historical  univariate  probabilities  of  default  for  females  and  males. 
Recall  that  the  original  sample  consists  of  approximately  equal  number  of 
good  and  bad  accounts. 

The  results  shown  in  Table  1  for  Model  3  (females  only)  and  Model  4 
(males  only)  further  substantiate  this  view.  The  importance  of  the  low 
income  classification  appears  to  be  less  in  the  female  equation  than  in 
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Actual 

Account 

Status 

Bad 

Good 


TABLE  3 

Credit  worthiness  in  Females 
and  Males  with  the  Same  Characteristics 

Characteristic:  Low  Income 


Percent  of  Females 
40% 
60% 


Percent  of  Males 
51% 
49% 


Bad 
Good 


Characteristic:  Home  Ownership 


Percent  of  Females 

11% 
89% 


Percent  of  Males 

26% 

74% 


the  male  equation—even  though  a  much  higher  proportion  of  females  fell  into 
this  category  (Table  2).  The  number  of  credit  references  carries  much  more 
weight  for  women  than  for  men,  although  women  have  fewer  on  average  than  men. 
Having  a  "retail  sales  job"  is  quite  common  among  female  labor  force 
participants  and  carries  relatively  little  weight,  but  is  apparently 
highly  correlated  with  unsatisfactory  performance  for  males.  Banking 
relationships  and  home  ownership  also  carry  relatively  higher  weights  for 
women  than  for  men.  The  presence  of  these  characteristics  in  the  female 
pool  is  less  frequent  than  among  males,  but  they  are  apparently  indicative 
of  good  credit  performance.  As  a  final  note,  although  comparisons  of  R 
can  be  misleading  when  the  dependent  variables  differ,  the  explanatory 
power  in  the  female  equation  is  substantially  higher  than  in  the  cases  of 
Models  1  and  2. 
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It  should  be  apparent  that  even  if  the  sex  variable  in  Model  2  is 
not  significant,  one  should  not  conclude  that  the  credit  profiles  for 
females  and  males  are  identical.  The  similarity  in  credit  profiles  can 
be  properly  measured  only  by  a  comparison  of  Model  3's  coefficients  with 
Model  4's  coefficients.  In  summary,  the  coefficients  of  the  four  models 
indicate  strongly  that  the  credit  profiles  for  satisfactorily  paying  females 
are  markedly  different  than  for  satisfactorily  paying  males. 

Comparison  of  Models'  Performance 

The  real  validity  of  and  differences  in  these  models  can  best  be 
measured  by  testing  their  impact  on  the  holdout  sample.  This  approach 
avoids  the  statistical  problems  mentioned  earlier.  Chi-squared  tests 
showed  that  Models  1  and  3  actually  yielded  significantly  different 
scores  for  the  females  in  the  holdout  sample. 

The  four  models  were  applied  to  the  holdout  sample  to  test  the 
proportions  of  females  and  males  accepted  by  each  model  and  whether  these 
individuals  were  goods,  bads,  or  rejects.  The  predictive  power  of  Model  2, 
Model  3  and  Model  4  was  compared  with  Model  1,  the  legal  model  that  ignores 
the  sex  of  the  applicant.  In  Table  4,  the  results  of  Model  2  vis-a-vis 
Model  1  are  shown  with  the  holdout  sample  split  into  females  and  males. 

Table  4  displays  the  percentage  of  applicants  who  would  be  accepted 
for  any  given  cutoff  score.  (Scores  were  bound  to  the  interval  from  0  to 
1.00   as  prescribed  in  Kmenta  [11].)  For  instance,  at  a  cutoff  score  of 
.80,  28.5  percent  of  the  female  applicants  would  be  accepted  by  Model  2 
in  comparison  with  20.7  percent  for  Model  1.  At  this  cutoff  Model  2 
accepts  38.2  percent  of  the  historically  good  population,  12.1  percent  of 
the  bads,  and  16.1  percent  of  the  rejects,  while  Model  1  would  accept  32.4 
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percent  of  the  goods,  9.1  percent  of  the  bads,  and  14.3  percent  of  the 
rejects.  Similar  classifications  of  the  data  can  be  made  for  the  males  and 
for  various  cutoffs. 

The  cutoff  score  used  by  a  creditor  is  a  function  of  the  expected 
value  of  a  good  account  in  relation  to  the  expected  cost  of  a  bad  account. 
Data  are  not  available  to  identify  the  optional  cutoff  score  for  the  bank. 

More  females  receive  credit  under  Model  2  than  with  Model  1.  At  most 
cutoff  points  tested  a  higher  proportion  of  historically  good  and  bad  are 
accepted.  While  a  larger  proportion  of  previously  rejected  accounts  is 
accepted  with  Model  2  than  Model  1,  no  conclusion  can  be  drawn  concerning 
the  fraction  of  these  accounts  that  would  ultimately  be  good  or  bad. 

The  small  sample  size  makes  it  difficult  to  interpret  the  impact  of 
the  models  in  Table  4.  While  a  third  of  the  total  sample  was  placed  in 
the  holdout  sample,  females  comprised  only  one-fourth  of  the  total  sample 
and  merely  157  applicants  in  the  holdout  sample.  This  group  was  in 
turn  split  into  goods,  bads,  and  rejects.  In  Table  4,  the  differences 
between  Model  2  and  Model  1  are  less  stable  over  the  various  cutoffs  than 
would  probably  be  found  with  a  larger  sample  size. 

The  lower  half  of  Table  4  shows  that  Model  2  when  applied  to  the  males 
results  in  fewer  changes  in  comparison  with  Model  1  than  occurred  with  the 
females.  This  is  not  surprising  considering  that  Model  1  is  developed 
from  a  sample  which  is  three-quarters  male  and,  therefore,  a  male  dominated 
model.  Generally,  Model  1  allows  more  males  to  be  accepted  than  Model  2. 

The  impact  of  Model  3  (females  only)  and  Model  4  (males  only)  on 
the  holdout  sample  relative  to  that  achieved  by  Model  1  is  shown  in 
Table  5.   Model  4  (males  only)  created  fewer  changes  compared  to  Model  1  than 
the  females  only  model  (Model  3)  did  in  a  similar  comparison.  For  the 
females,  a  greater  percentage  of  the  applicants  will  be  accepted  if  Model  3 
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TABLE  4 


Model  2 

Versus  Model 

1 

Percentage  Accepted 

FEMALES  (N=157) 

Model  2 

Model  1 

Cutoff 

All 

All 

Score 

Applicants* 

Goods 

Bads 

Rejects 

Applicants* 

Goods 

Bads 

Rejects 

.80 

28.5 

38.2 

12.1 

16.1 

20.7 

32.4 

9.1 

14.5 

.75 

30.0 

42.6 

15.1 

23.2 

24.5 

39.7 

12.1 

16.1 

.70 

43.6 

58.8 

21.2 

35.7 

35.4 

51.5 

15.2 

26.8 

.65 

48.2 

64.7 

30.3 

39.3 

45.9 

64.7 

24.2 

35.7 

.60 

56.5 

69.1 

36.4 

50.0 

52.5 

64.7 

30.3 

44.6 

.55 

65.1 

75.0 

36.4 

60.7 

59.3 

67.6 

39.4 

55.4 

MALES  (N=514) 

Cutoff 

All 

All 

Score 

Applicants* 

Goods 

Bads 

Rejects 

Applicants* 

Goods 

Bads 

Rejects 

.80 

25.1 

35.7 

14.5 

15.5 

26.6 

38.7 

14.5 

15.5 

.75 

32.4 

45.9 

18.8 

20.0 

34.4 

47.4 

18.8 

22.7 

.70 

39.5 

53.4 

19.5 

27.3 

42.2 

55.3 

21.0 

30.9 

.65 

46.2 

61.3 

26.0 

32.8 

48.4 

62.0 

29.0 

36.4 

.60 

55.2 

68.4 

34.7 

43.7 

58.4 

71.4 

35.5 

47.3 

.55 

64.7 

78.2 

44.1 

52.8 

65.6 

79.3 

44.9 

53.7 

The  figures  for  the  percentage  accepted  of  all  applicants  are  weighted  average 
calculations  reflecting  the  a  priori  probability  of  an  applicant  being 
classified  as  a  good,  bad  or  reject. 
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TABLE  5 

Model  3  and  Model  4  Versus  Model  1 
Percentage  Accepted 

FEMALES  (N=157) 


Model  : 

3 

Model  1 

Cutoff 

All 

All 

Score 

Applicants* 

Goods 

Bads 

Rejects 

Applicants' 

*  Goods 

Bads 

Rejects 

.80 

31.1 

33.8 

12.1 

30.4 

20.7 

32.4 

9.1 

14.3 

.75 

39.9 

47.1 

12.1 

35.7 

24.5 

39.7 

12.1 

16.1 

.70 

46.8 

55.8 

18.2 

42.9 

35.4 

51.1 

15.2 

26.8 

.65 

53.3 

61.8 

18.2 

50.0 

45.9 

64.7 

24.2 

35.7 

.60 

62.7 

66.2 

24.2 

62.5 

52.5 

64.7 

30.3 

44.6 

.55 

69.9 

73.5 

33.3 

69.6 

59.1 

67.6 

39.4 

55.4 

MALES  (N=514) 

Model 

4 

Model  1 

Cutoff 

All 

All 

Score 

Applicants* 

Goods 

Bads 

Rejects 

Applicants' 

*  Goods 

Bads 

Rejects 

.80 

25.8 

36.1 

15.9 

16.4 

26.6 

38.7 

14.5 

15.5 

.75 

31.7 

45.5 

18.1 

19.1 

34.4 

47.4 

18.8 

22.7 

.70 

38.6 

54.9 

22.5 

23.6 

42.2 

55.3 

21.0 

30.9 

.65 

46.5 

60.9 

28.3 

33.6 

48.4 

62.0 

29.0 

36.4 

.60 

55.7 

70.1 

38.4 

42.7 

58.4 

71.4 

35.5 

47.3 

.55 

65.7 

78.6 

44.9 

54.5 

65.6 

79.3 

44.9 

53.7 

*The  figures  for  the  percentages  accepted  of  all  applicants  are  weighted  average 
calculations  reflecting  the  a  priori  probability  of  an  applicant  being  classified 
as  a  good,  bad,  or  reject. 
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is  employed.  At  most  cutoff  scores,  Model  3  accepts  approximately  ten 
percentage  points  more  of  the  population  of  female  applicants  than  Model  1. 
In  addition,  the  proportion  of  bads  accepted  will  be  smaller  at  low  cut- 
off scores  if  Model  3  is  used  instead  of  Model  1  (or  even  if  Model  2  is 
used).  As  in  the  previous  cases,  because  the  increased  percentage  of 
acceptance  comes  primarily  from  the  females  that  have  historically  been 
rejected  for  credit,  forecasting  their  paying  practices  is  difficult.  If 
the  rationale  for  ECOA  is  that  too  few  credit  worthy  females  were  extended 
credit,  then  Model  3's  results  seem  to  be  most  desirable. 

The  changes  in  numbers  of  applicants  accepted  may  be  seen  more  clearly 
in  Table  6,  which  shows  the  percentage  change  in  applicants  accepted  with 
the  use  of  Model  3  (female  only)  versus  Model  1  (legal  model).  Under 
Model  3  more  females  are  accepted  at  each  cutoff  score,  with  the  increases 
ranging  from  about  18  percent  to  almost  63  percent.  The  increase  arises 
from  a  higher  acceptance  rate  of  good  accounts  (except  at  one  cutoff  score) 
and  applicants  previously  rejected.  In  the  lower  range  of  cutoff  scores, 
more  bad  accounts  would  be  rejected.  To  illustrate,  at  a  cutoff  score 
of  .60,  19.4  percent  more  female  applicants  would  be  accepted  using  Model  3 
rather  than  Model  1.  The  all-female  model  would  have  accepted  2.3  percent 
more  of  good  accounts  and  40.1  percent  more  of  the  rejected  accounts,  but, 
at  the  same  time,  would  have  rejected  20.1  percent  more  of  the  bad 
accounts  than  would  have  been  accepted  by  Model  1.  Thus,  Model  3  "performs" 
better  in  providing  credit  to  qualified  female  applicants  and  denying  it 
to  those  who  would  have  defaulted.  The  performance  of  those  previously 
denied  credit  who  would  not  be  accepted  cannot  be  predicted,  of  course. 
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Table  6 


Percentage  Change  in  Applicants  Accepted, 
Model  3  versus  Model  1 


FEMALES 

Cutoff 
Score 

All 
Appl icants 

Goods 

Bads 

Rejects 

.80 

50.2% 

4.3% 

33.0% 

112.6% 

.75 

62.9% 

18.6% 

0 

121.7% 

.70 

32.2% 

9.2% 

19.7% 

60.1% 

.65 

18.3% 

-4.5% 

-24.8% 

40.1% 

.60 

19.4% 

2.3% 

-20.1% 

40.1% 

.55 

18.3% 

8.7% 

-15.5% 

25.6% 
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CONCLUSIONS 

ECOA  and  Regulation  B  seem  to  be  unduly  concerned  with  form  and  not 
sufficiently  concerned  with  performance.  If  the  intent  of  this  legislation 
is  to  eliminate  the  discrimination  in  credit  granting  based  on  sex,  the 
arguments  in  favor  of  separate  credit  models  are  compelling  and  this 
approach  should  not  summarily  be  ruled  impermissible.  There  are  legal 
precedents  indicating  that  the  emphasis  could  properly  be  on  performance, 
which  admittedly  may  be  more  difficult  to  measure  than  format.  For  instance, 
in  other  matters  regarding  sex  discrimination  the  United  States  Supreme 
Court  has,  as  in  the  Schlesinger  case,  held  that  females  and  males  need  not 
be  subject  to  the  same  rules  if  there  is  a  rational  basis  for  concluding 
that  they  are  not  similarly  situated. 

The  empirical  results  of  the  study  are  more  indicative  than  definitive. 
It  has  been  demonstrated  by  the  variations  in  the  coefficients  for  the 
characteristics  included  in  the  credit  scoring  models  that  the  credit 
profiles  for  females  and  males  differ  markedly.  So  long  as  females  and 
males  are  not  similarly  situated  in  the  economy,  the  credit  profiles  should 
continue  to  be  different  for  females  and  males. 

While  the  coefficients  of  the  four  models  vary,  it  is  revealing  to 
see  that  Models  2  and  3  vis-a-vis  Model  1  have  surprisingly  similar 
acceptance  rates  of  the  historically  good  and  bad  female  accounts.  Model  1 
(which  ignores  the  sex  of  the  applicant  and  is  a  legal  model)  performs  at 
roughly  the  same  level  of  accuracy  in  identifying  the  goods  and  bads  in 
the  female  sample  as  Model  3  (which  is  derived  solely  from  female  accounts). 
The  major  impact  of  Model  3  is  that  a  greater  proportion  of  females  who  have 
been  historically  rejected  would  be  accepted.  These  models,  which  are 
currently  illegal,  would  allow  females  and  males  a  better  opportunity 
to  obtain  credit.  The  incorporation  of  all  relevant  information  helps 
the  creditor  to  give  credit  to  those  who  are  credit  worthy. 

Clearly  more  time  and  effort  needs  to  be  expended  in  empirically 
testing  various  credit  practices  and  in  designing  more  accurate  definitions 
of  what  results  are  sought  by  ECOA. 
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FOOTNOTES 


Vor  example,  it  has  been  shown  by  Dunkelberg  and  Stephenson  [7]  that  the 
annual  rate  of  return  from  ownership  of  a  washer  and  dryer  ranges  from 
6.7  percent  (three  loads  per  week)  to  29.0  percent  (seven  loads  per  week). 

20f  interest  is  the  Equal  Credit  Opportunity  Act  Amendments  of  1976  which 
prohibits  discrimination  based  on  race,  color,  religion,  national  origin, 
age,  or  receipt  of  public  assistance  benefits.  See  Brandel  [3]. 

3Credit scoring  models  are  in  widespread  use  today.  See  [9,10,12,15,16]. 
More  than  200  such  models  are  currently  being  employed  by  deoartment 
stores,  banks,  finance  companies,  and  oil  companies.  The  Report  of  the 
National  Commission  on  Consumer  Finance,  [13]  stated  in  1972  that  "if 
some  credit  grantor  uses  an  archaic  rule  of  thumb  to  deny  credit  to  certain 
classes  of  consumers,  it  will  be  in  the  self-interest  of  competitors  to 
identify  good  risks  among  such  consumers  and  offer  them  credit.  It  is 
in  the  self-interest  of  each  credit  grantor  to  develop  ability  to  discrim- 
inate between  potentially  good  and  bad  accounts  by  better  training  of  per- 
sonnel and  by  designing  effective  credit  scoring  systems." 

4In  credit  scoring  one  problem  is  dealing  with  applicants  who  were  rejected 
and,  of  course,  it  is  unknown  whether  or  not  these  individuals  would  have  been 
good  risks.  These  rejects  should  not  be  ianored  in  building  a  credit  scoring 
model.  In  order  to  counteract  the  creditor's  current  policy  of  rejecting 
applicants,  a  two-stage  procedure  is  employed.  In  the  first  stage  a 
discriminant  analysis  model  is  built  to  replicate  which  applicants  will  be 
accepted  and  rejected  by  the  creditor.  This  provides  a  probability  of  an 
applicant  being  accepted.  In  the  second  state,  the  good  and  bad  observa- 
tions are  weighted  with  the  reciprocal  of  the  probability  of  being  accepted 
in  constructing  the  credit  scoring  model.  See  Cochran  [4]. 

5The  dangers  associated  with  validating  statistical  models  by  using  the 
same  data  employed  to  construct  the  models  are  well  known.  See  Blumenfeld 
[2]. 

6Severa1  statistical  problems  are  encountered  when  using  0-1  dependent 
variable  regression  or  discriminant  analysis.  An  important  one  is  the 
nonnormal  distribution  of  the  estimated  coefficients  and  resulting  impact 
on  the  t  and  F  tests.  Phoebus  J.  Dhrymes  [5]  has  stated: 
Often,  in  applicants,  one  might  be  tempted  to  test  the 
"significance"  of  individual  elements  of  the  vector  b  by 
applying  the  usual  t  test.  This  is  a  questionable  procedure 
at  best,  for  nothing  in  the  development  above  provides 
a  basis  for  a  test.  The  only  aspect  of  the  regression 
that  may  be  used  for  tests  of  significance  is  the  regres- 
sion sum  of  squares,  .... 
Kmenta  [11]  and  Neter  and  Wasserman  [14]  believe  that  the  distribution  of 
the  estimated  coefficients  are  asymptotically  normal  and  thus  inferences 
concerning  the  regression  coefficients  can  be  made  in  the  usual  fashion 
when  the  sample  size  is  large.  These  differing  views  lead  the  authors  to 
be  very  cautious  of  any  attempt  to  measure  the  statistical  significance 
of  any  coefficient. 
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Senator  Levin.  I  wanted  to  ask  Dr.  Myers  to  comment  on  that 
first,  though,  before  I  ask  questions. 

Dr.  Myers.  It  is  as  difficult  for  me  to  know  the  kind  of  calcula- 
tion you  are  proposing  as  I  think  it  is  for  you  to  know  the  type  of 
calculation  I  am  proposing. 

Dr.  Chandler.  Yes. 

Dr.  Myers.  What  I  am  saying  is  that  marginal  cost  and  marginal 
revenue  should  be  equal  at  the  lower  cutoff  point  in  each  of  these 
geographic  areas. 

Dr.  Chandler.  Yes. 

Dr.  Myers.  That's  all  I  meant  to  imply. 

Senator  Levin.  Do  you  agree  with  Dr.  Myer's  statement  that  the 
establishment  of  lower  cutoff  scores  or  different  cutoff  scores  in 
different  regions  should  be  allowed  "provided  that  the  credit 
screening  standards  or  objectives  for  establishing  these  cutoffs  are 
substantially  the  same  for  all  areas"? 

ADJUSTMENTS    WITHIN    EVALUATION    SYSTEM 

Dr.  Chandler.  We  are  talking  about  making  adjustments  within 
one  model  or  evaluation  system? 

Senator  Levin.  Yes. 

Dr.  Chandler.  I  agree  with  that,  but  I  would  point  out  that  is 
virtually  identical  with  scoring  subregions. 

Senator  Levin.  Do  you  agree  with  that? 

Dr.  Myers.  No. 

Senator  Levin.  Why  isn't  it  identical? 

Dr.  Myers.  Why  is  it  not? 

Senator  Levin.  Yes. 

Dr.  Myers.  When  you  are  scoring  different  regions,  you  have  a 
certain  number  of  points  that  are  added  or  subtracted  for  each 
particular  region.  But,  if  you  have  a  scoring  system  which  does  not 
include  any  points  for  geographic  area,  then  the  adjustment  that 
takes  place  has  no  relation  to  the  goodness  or  badness  of  a  geo- 
graphic area  from  a  credit  standpoint,  but  the  lower  cutoff  scores 
are  adjusted  within  a  given  geographic  area.  No  one  within  that 
area  is  penalized  for  living  there.  The  cutoff  score  is  set  in  that 
area  based  on  what  is  appropriate  for  that  area,  and  there  is  no 
penalty  for  anyone  living  within  it.  That  would  be  my  position. 

Senator  Levin.  Dr.  Myers,  I  understand  the  basic  thrust  of  your 
testimony,  at  least  one  basic  thrust,  is  that  we  can  devise,  you  can 
devise  credit  scoring  systems  without  geography  that  are  as  pre- 
dictable as  ones  with  it? 

Dr.  Myers.  Yes,  that  is  my  opinion. 

Senator  Levin.  Would  you  agree  with  that? 

Dr.  Chandler.  It  is  very  difficult  to  address  whether  one  credit 
system  or  another  is  eventually  superior,  unless  you  run  them  in 
parallel  which  is  virtually  never  done  by  a  creditor  due  to  the 
expense.  I  would  comment  that  many  systems  are  functional  with- 
out these  geographic  distinctions.  Be  aware,  though,  they  are  prob- 
ably in  some  cases  less  accurate  than  those  with  geographic  distinc- 
tions, and  you  are  making  a  shift  in  who  gets  credit. 

If  you  desire  to  make  a  shift  out  of,  let's  say,  essentially,  of  a 
higher  delinquency  rate  in  one  area,  say  a  disadvantaged  area 
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versus  another,  then  it  would  probably  be  better  to  do  that  in  the 
explicit  statement  allowing  for  higher  loss  rates. 

Senator  Levin.  You  indicated  in  your  testimony  that  if  we  have 
these  ZIP  code  usage,  we  could  actually  help  people  in  some  ZIP 
codes. 

Dr.  Chandler.  We  will  make  more  appropriate  decisions  within 
those  ZIP  codes. 

Senator  Levin.  That  could  be  to  the  advantage  of  people  in  some 
ZIP  codes? 

Dr.  Chandler.  There  are  two  mistakes  in  granting  credit,  turn- 
ing down  the  ones  who  would  have  paid  and  accepting  those  who 
won't.  I  don't  think  either  mistake  is  a  benefit  to  either  the  con- 
sumer or  the  creditor. 

Senator  Levin.  Didn't  you  indicate  that  keeping  a  ZIP  code 
system  could  work  to  the  advantage  of  some  ZIP  codes  that  have  a 
substantial  number  of  disadvantaged  people  in  them? 

Dr.  Chandler.  Yes. 

Senator  Levin.  Has  it  ever  been  used  that  way,  do  you  know? 

Dr.  Chandler.  I  would  think,  reflecting  back  on  the  old  Mobil 
system,  what  little  I  knew  about  that,  that  they  are  essentially 
taking  points  away  from  some  fairly  high-income  States.  The 
Michigan,  Ohio,  I  guess  Kentucky — I  thought  it  was  Indiana — 
therefore,  by  implication,  if  you  live  in  another  close  State,  you 
would  have  received  more  credit  than  otherwise  because  you  had 
less  income  and  such  because  average  income  is  lower.  Both  re- 
gions would  be  treated  more  equal. 

Senator  Levin.  Is  that  how  you  understood  Mobil's  system? 

Dr.  Chandler.  No,  just  what  I  read  in  the  papers. 

Senator  Levin.  Did  you  hear  Mobil's  testimony  this  morning? 

Dr.  Chandler.  Yes. 

Senator  Levin.  Dr.  Myers,  were  you  here  for  Mobil's  testimony 
this  morning? 

Dr.  Myers.  Yes. 

Senator  Levin.  Is  it  your  understanding  that  Mobil  no  longer 
uses  geography  as  a  predictor  variable? 

Dr.  Chandler.  That  is  what  I  understood.  Yes. 

Senator  Levin.  Dr.  Myers,  did  you  hear  Amoco's  testimony? 

Dr.  Myers.  Yes. 

Senator  Levin.  Does  your  opinion  relative  to  use  of  ZIP  codes 
remain  unchanged  after  listening  to  that  testimony? 

Dr.  Chandler.  Absolutely. 

Senator  Levin.  And  why  is  that? 

Dr.  Myers.  I  am  not  prepared  to  reject  their  statement  that 
when  they  added  ZIP  code  in  after  all  of  the  other  predictive 
variables  were  entered,  that  they  got  incremental  predictive  effec- 
tiveness. I  am  not  prepared  to  refute  that  because  I  have  no  evi- 
dence or  data  to  the  contrary. 

My  argument  would  be  that,  No.  1,  it  can  happen  in  a  given 
situation;  No.  2,  the  Amoco  research  analyst  didn't  say  how  much 
of  an  incremental  prediction  effect  there  was.  He  did  say  that  ZIP 
code  in  the  system  they  use  runs  about  8  percent,  if  I  recall,  of  the 
total  number  of  points,  or  of  the  effectiveness  of  the  system.  That 
does  not  mean  that  if  you  took  ZIP  code  out  it  would  reduce  the 
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effectiveness  of  the  system  by  8  percent,  because  I  think  other 
items  would  make  up  some  of  that  8  percent — maybe  not  all  of  it. 

And  my  third  point  is,  with  regard  to  that  particular  company 
and  industry,  they  ask,  in  my  opinion,  too  little  information  about 
the  applicant  himself  or  herself  on  their  application  forms.  And 
some  of  these  credit  systems  do  not  use  credit  bureau  information, 
or  have  not  in  the  past.  I  would  argue  that  under  those  circum- 
stances you  tend  to  find  ZIP  code  meaning  more  than  under  cir- 
cumstances involving  banks  and  finance  companies  who  ask  a 
great  deal  more  about  the  personal  history  of  the  individual  appli- 
cant. 

Senator  Levin.  Let  me  pursue  that  a  bit. 

RESTRICT   USE   OF   CREDIT   HISTORY   REPORTS 

Dr.  Fair  yesterday  indicated  the  systems  he  designed  were  meant 
to  restrict  the  use  of  credit  history  reports,  to  utilize  them  less. 

Dr.  Myers.  Yes. 

Senator  Levin.  I  would  ask  you  both — and  let  me  ask,  Dr.  Chan- 
dler, in  the  study  you  published  in  1976  did  you  not  find  that  the 
use  of  data  from  a  credit  history  report — substantially  increased 
the  predictive  power  of  a  credit  scoring  system? 

Dr.  Chandler.  Yes.  However,  that  did  not  relate  the  cost  of  the 
additional  information  to  the  number  of  people  additionally  al- 
lowed to  be  approved. 

Senator  Levin.  It  did  not  consider  the  cost  of  obtaining  the  credit 
history  report,  but  it  did  show  that  obtaining  the  credit  history 
report  substantially  increased  the  predictive  power  of  your  credit 
card  system;  is  that  correct? 

Dr.  Chandler.  As  with  any  information  like  ZIP  code. 

Senator  Levin.  Would  the  lack  of  using  the  credit  history  infor- 
mation result  in  systems  with  less  predictive  power  as  a  result? 

Dr.  Chandler.  It  could  not  be  better  without  it.  It  is  likely  to  be 
less  predictive.  Bear  in  mind,  some  of  the  work  we  have  done  we 
have  shown  that  at  certain  low-scoring  initial  scores,  based  on  the 
application  only,  that  the  odds  of  you  finding  someone  who  will  be 
approved  after  the  credit  bureau  may  be  2  to  1,000,  and  will  you 
spend  $2,000  on  bureau  reports  to  find  two  or  three  good  credit 
card  customers?  It  is  an  economic  question. 

Senator  Levin.  But  in  terms  of  the  predictive  value,  you  increase 
it  by  getting  that  report? 

Dr.  Chandler.  Yes. 

Senator  Levin.  So  is  it  not  true  that  Dr.  Fair's  approach  to  the 
use  of  credit  history  reports  result  in  his  designing  less  than  the 
best  possible  credit  scoring  system,  aside  from  cost? 

Dr.  Chandler.  I  would  not  like  to  answer  a  question  about 
competitors. 

My  feeling  is  there  are  several  aspects  to  measure  this  on:  cost, 
accuracy,  types  of  information  utilized 

Senator  Levin.  Let's  put  aside  the  question  of  Dr.  Fair. 

An  approach  which  is  not  used,  credit  history  reports,  result  in 
designing  a  credit  system,  a  credit  scoring  system  which  is  less 
than  the  best  available,  putting  aside  the  questions  of  cost.  Is  that 
true? 

Dr.  Chandler.  Yes. 
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Senator  Levin.  Would  you  agree  with  that,  Dr.  Myers? 

Dr.  Myers.  Yes. 

I  would  like  to  clarify  one  point.  I  heard  Mr.  Fair  yesterday — I  do 
believe  that  he  became  upset  with  the  contention  that  he  has 
heard  out  and  around  that  his  company  does  not  use  information 
from  credit  bureaus.  I  thought  I  heard  him  rather  forcefully  deny 
that  allegation. 

So,  let  us  answer  this  in  the  abstract. 

Senator  Levin.  I  agree.  That  would  be  much  better. 

Dr.  Myers.  I  have  constructed  somewhere  between  75  and  100 
point  scoring  systems  over  the  last  20  years  of  a  wide  variety  in 
almost  every  industry  segment  that  is  a  major  retail  credit  grantor. 
We  have  almost  always  secured  some  kind  of  credit  bureau  infor- 
mation, and  we  look  at  the  incremental  prediction  effectiveness  of 
this  for  every  point  scoring  system,  not  the  prediction  effectiveness 
of  this  alone,  but  will  it  add  to  all  of  the  information  that  is  on  the 
credit  application  form. 

And  the  answer  is:  We  have  found  that  almost  always  it  does 
add,  usually  significantly.  And  my  experience  is  that  in  recent 
years  this  information  is  becoming  even  more  important  rather 
than  less  because  credit  bureaus  are  getting  better  information  in 
and  because  less  information  is  available  from  the  application  form 
to  base  credit  decisions  on. 

Senator  Levin.  Do  you  know  of  any  other  reason  not  to  acquire  a 
report  except  for  the  cost  of  it? 

Dr.  Myers.  No. 

Senator  Levin.  Can  you? 

Dr.  Chandler.  Other  than  privacy  issues,  no. 

Senator  Levin.  What  is  the  average  cost  of  that  report? 

Dr.  Chandler.  It  is  going  to  vary.  I  think  it  is  between  $1  and  $2. 
And  if  they  have  investigation  done,  it  could  run  substantially 
more. 

Dr.  Myers.  I  was  going  to  say  an  average  of  $1.50  or  thereabouts. 

Senator  Levin.  Dr.  Chandler,  you  mentioned  in  one  of  your 
studies  that  you  found — and  I  think  you  commented  this  morning 
on  this — that  removing  the  sex  characteristics  from  the  point  scor- 
ing systems  actually  resulted  in  accepting  fewer  women.  You  did 
testify  to  that? 

Dr.  Chandler.  Let  me  put  that  in  perspective.  These  are  all 
computer  projections  based  on  actual  data  classifying  known  good 
and  bad  accounts  in  a  separate  validation  sample.  It  is  not  based 
on  implementing  at  the  bank  and  observing  who  gets  credit,  be- 
cause that  would  have  been  illegal. 

Senator  Levin.  Is  it  possible  that  the  data  base  could  have  been 
tainted  by  containing  the  effects  of  past  discrimination? 

Dr.  Chandler.  The  approval  rate  at  the  bank  was  virtually 
identical  for  males  and  females  in  our  data  base.  We  go  through  as 
many  statistical  procedures  as  possible  to  try  and  remove  any  past 
biases.  Of  course,  it  is  possible  that — and  I  would  say  only  some 
biases — and  I  don't  mean  improper  biases;  I  mean  just  decision 
rules  of  some  sort  like  income,  are  in  the  data  base. 

Senator  Levin.  Isn't  it  also  possible  that  the  women  who  may 
have  been  accepted  in  the  past  by  a  system  or  its  predecessor 
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system  may  have  had  to  meet  a  much  higher  standard  and  may 
have  been  credit  risks  in  the  first  place? 

Dr.  Chandler.  That  would  have  been  true,  but  when  you  look  at 
individual  variables,  you  find  out  the  same  information  even  when 
it  is  the  same  for  males  and  females,  the  performance  is  substan- 
tially different. 

Senator  Levin.  Do  you  have  any  comment  on  that,  Dr.  Myers? 

Dr.  Myers.  No.  I  don't  think  I  have  anything  to  add  to  that. 

GEOGRAPHIC   AREA   AS   A   PREDICTOR   VARIABLE   IS   WRONG 

Senator  Levin.  I  think,  in  concluding  today's  testimony,  I  would 
have  to  agree  with  the  statement  of  Dr.  Myers  that  really  goes  to 
the  heart  of  this  matter,  which  is  whether  or  not  we  want  to,  as  a 
social  matter,  allow  consideration  for  point  scoring  systems  of  geog- 
raphy what  are  the  benefits,  can  we  get  along  without  it.  We  have 
had  a  lot  of  testimony  on  that  subject  today,  particularly  from  Dr. 
Myers,  as  to  whether  you  can  get  along  without  it,  how  easily  you 
can  get  along  without  it,  what  is  the  loss  when  you  get  along 
without  it,  to  the  system,  whether  it  can  be  made  up  in  other  ways, 
what  the  impact  of  that  system  is. 

We  have  had  witnesses,  particularly  yesterday,  who  have  told  us 
what  it  feels  like  to  be  told  that  one  of  the  principal  reasons  you 
are  being  rejected  is  because  of  where  you  live.  I  think  we  all  know 
what  the  impact  can  be  on  neighborhoods,  on  cities,  as  well  as  the 
psychological  impact. 

I  don't  think  that  our  present  law  considers  that  sufficiently, 
except  in  effects  test,  which  is  very  difficult  to  prove.  I  think  the 
testimony  from  the  FTC  today  indicated  that,  and  the  Reserve 
Board,  how  difficult  the  effects  test  is  to  utilize.  In  fact,  it  has 
never  been  successfully  utilized  to  a  conclusion  in  this  area  under 
this  law.  The  settlement  of  Montgomery  Ward  was  arrived  at  long 
before  there  was  any  conclusion  in  this  area. 

I  think  what  it  really  comes  down  to  is  a  statement  which  Dr. 
Myers  makes  which  expresses  certainly  what  I  believe,  which  is 
that  the  use  of  geographic  area  as  a  predictor  variable  in  a  credit 
scoring  system  is  wrong  for  two  reasons.  And  the  first  reason,  it 
seems  to  me,  is  the  critical  one,  and  that  is  its  usual  result  in 
penalizing  a  particular  individual  or  family  on  the  basis  of  the 
characteristics  and  credit  worthiness  of  those  who  happen  to  reside 
in  a  contiguous  geographic  area  or  in  the  same  type,  same  general 
type  of  area,  for  example,  rural  or  suburban-rural,  and  to  him.  And 
I  must  say,  to  me,  it  is  grossly  unfair,  and  it  is  not  what  this 
country  stands  for. 

I  think  what  this  Senate  is  going  to  have  to  decide  is  whether  or 
not  the  value  which  is  headed,  "The  predictive  value  added  by 
consideration  of  geography"  is  essential,  can  it  not  be  duplicated  by 
other  factors,  and,  to  the  degree  it  is  useful  and  not  replaceable, 
whether  or  not  it  creates  such  social  problems  in  this  society  in 
terms  of  the  future  of  cities,  in  terms  of  the  future  of  neighbor- 
hoods, in  terms  of  the  psychological  impact  of  people  in  certain  ZIP 
codes  when  they  get  letters  saying  it  is  because  of  where  you  live, 
that  the  place  where  you  live  is  a  principal  reason — forget  whether 
it  is  a  sole  reason  or  the  exclusive  reason — it  is  a  principal  reason 
that  you  have  been  rejected,  what  that  feels  like  to  get  that  kind  of 
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a  letter,  what  the  effect  is  on  human  life  and  on  human  decisions 
as  to  where  to  live  and  whether  we  are  going  to  tolerate  it  in  this 
country. 

And  we  may  get  to  the  question — and  I  hope  we  do,  particularly 
in  the  Senate — as  to  whether  or  not  we  want  to  give  points  to 
people  because — positive  points — because  they  happen  to  live  in 
Vermont,  and  negative  points  to  people  because  they  live  in  Colora- 
do. We  are  going  to  have  to  decide  that,  whether  we  care,  and 
whether  the  value  of  doing  that  to  the  system  is  of  such  a  nature 
that  we  want  to  divide  our  country  that  way. 

I  happen  to  think  it  can't  possibly  be  worth  it,  the  value  that  is 
added  by  that  is  not  worth  it.  And  we  should  not  divide  ourselves 
that  way. 

And  for  more  reasons  than  that,  we  should  not  and  cannot 
tolerate  the  impact  on  certain  ZIP  codes,  certain  neighborhoods  of 
those  letters  that  come  out  telling  people  why  they  are  rejected.  I 
think  the  cost  of  doing  that  to  our  society  far  outweighs  the  value 
to  a  credit  scoring  system.  Whether  or  not  a  majority  of  this 
committee,  of  which  I  am  not  a  member,  or  whether  or  not  a 
majority  of  the  U.S.  Senate  is  going  to  agree  with  either  or  both  of 
those,  I  obviously  am  not  able  to  predict  that. 

But  I  think  it  is  going  to  come  down  to  that  kind  of  an  issue,  not 
whether  or  not  it  is  a  predictor  and  has  got  predictive  value.  So  did 
race  and  religion,  sex,  and  so  forth.  We  decided  to  outlaw  it,  despite 
its  predictive  value.  And  the  question  is:  Are  we  going  to  outlaw 
geography,  despite  whatever  predictive  value  it  has  because  of  the 
impact  of  using  geography.  At  least  that  is  the  way  I  would  frame 
the  issue. 

You  have  been  very  helpful  in  terms  of  the  materials  which  you 
have  given  us,  many  of  which  are  technical  and  extremely  valuable 
in  our  analysis,  in  terms  of  the  replaceability  of  geography  as  a 
predictive  factor.  Your  testimony  has  been  helpful  in  that  regard, 
and  so  many  other  reasons.  I  think  the  testimony  over  the  2  days 
has  been  very  useful.  The  report  of  the  committee  will  contain 
your  statements  in  full,  even  though  you  had  to  excerpt  from  them 
this  morning.  All  of  our  witnesses  have  tried  to  be  candid  and 
helpful.  I  think  we  have  learned  a  lot  on  credit  scoring. 

ELIMINATION    OF   FACTORS    WHICH    CREATE    SOCIAL    PROBLEMS 

By  the  way,  this  is  not  an  attack  on  credit  scoring,  any  more 
than  deciding  you  can't  use  religion  as  part  of  your  credit  scoring 
system  is  an  attack  on  credit  scoring.  As  a  matter  of  fact,  it 
probably  would  make  the  system  healthier  if  we  eliminate  these 
kinds  of  factors  which  create  social  problems.  I  think  you  end  up 
with  a  much  stronger  system  than  you  do  a  weaker  system.  So  that 
certainly  is  not  the  issue  any  more  again  than  the  use  of  or  the 
refusal — prohibition  against  the  use  of  religion  or  race  is  a  criti- 
cism of  the  credit  scoring  system  or  of  the  assault  thereon. 

Do  you  want  to  add  something  before  we  close? 

Dr.  Chandler.  Let  me  ask  you  a  question. 

Senator  Levin.  You  are  reversing  the  roles  here.  That's  all  right. 
I  haven't  been  asked  a  question.  [Laughter.] 

Dr.  Chandler.  If  what  I  have  shown  on  the  sex  variable  is  true — 
and  I  happen  to  think  if  other  studies  are  done  like  this  the  results 
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will  be  the  same — do  we  still  feel  we  are  serving  the  cause  of  unity 
and  fairness  by  accepting  a  situation  where  we  are  essentially 
transferring  credit  from  females  to  males? 

Senator  Levin.  It  depends  on  how  you  look  at  it.  Most  people- 
many  people 

Dr.  Chandler.  A  value  judgment. 

Senator  Levin.  I  think  many  people  would  say  that  you  want  to 
eliminate  discrimination.  Other  people  would  say  in  the  process 
you  are  helping  people  in  some  irrational  way  who  have  been 
discriminated  against.  It  depends  on  your  point  of  view,  your  per- 
spective, your  view  of  the  world,  to  a  large  extent,  your  experience. 

You  can  look  at  the  same  facts  and  say,  "Gee,  aren't  we  artifi- 
cially helping  somebody  by  eliminating  that  kind  of  consideration, 
if  one  type  of  person  takes  longer  to  pay."  For  example,  if  Method- 
ists take  longer  to  pay  than  Baptists,  are  we  helping  artificially 
Lutherans  by  saying  we  are  no  longer  going  to  be  permitting 
religion?  Is  that  an  artificial  boost  to  Lutherans?  Are  we  giving 
something  away  that  we  shouldn't  be  giving,  or  have  we  finally 
decided  we  don't  want  to  consider  religion  in  this  country? 

It  may  help  someone  a  little  bit,  and  it  may  hurt  someone  a  little 
bit,  but  the  social  entity  is  better  off,  as  a  result.  And  the  answer 
is:  Sure,  you  are  probably  helping  some  a  bit  and  hurting  someone 
a  bit  whenever  you  prohibit  consideration  of  a  factor  such  as  race, 
religion,  national  origin,  sex. 

I  think  we  are  all  aware  of  that  with  any  credit  scoring  system. 
Someone  is  going  to  be  helped  a  marginal  amount;  someone  will  be 
hurt.  But  when  we  say,  "Sorry,  you  can't  use  it  even  if  it  has 
predictive  value  and  even  though  it  may  be  true,  we  just  don't 
want  to  treat  people  that  way  anymore.  We  don't  want  to  stereo- 
type or  generalize  about  people  anymore  in  those  ways." 

Maybe  someday  somebody  is  going  to  be  sitting  up  here  and 
decides  that  we  don't  want  to  treat  people  based  on  their  occupa- 
tion anymore  or  maybe  we  don't  want  to  base — treat  people  differ- 
ently based  on  how  they  have  lived  at  their  house  or  whether  they 
rent  or  buy  or  whether  they  have  some  other  characteristic  which 
is  presently  socially  acceptable  which  is  not  obnoxious  or  socially 
evil  in  a  massive  way. 

The  issue  we  have  to  face  in  the  Senate  and  the  Congress  is 
whether  the  use  of  geography  is  now  going  over  that  line,  the  way 
race  went  over  that  line  100  years  ago  and  the  way  religion  went 
over  that  line.  That  is  the  question. 

I  think  that  is  the  gut  question  we  have  to  face,  but  it  is  going  to 
help  us  in  deciding  that  question,  how  much  we  lose  if  we  knock 
out  that  variable,  how  much  do  you  really  lose?  And  it  is  obvious, 
because  so  many  companies  have  dropped  it  before  it  was  prohibit- 
ed. They  at  least  knew  that  you  don't  lose  a  lot  and  that  you  can 
construct  systems  which  don't  have  that  in  it,  which  are  still  valid. 

That  is  the  weighing  process  that  we  will  be  going  through. 
Again,  your  testimony  and  the  testimony  of  the  others  has  been 
very  helpful. 

Dr.  Myers.  In  the  unlikely  event  that  the  committee  decides  it 
needs  more  information  on  the  exact  economic  effects,  of  not  using 
ZIP  codes — that  is  to  say  if  the  committee  decides  the  issue  on  the 
basis  of  the  economics  of  it,  rather  than  the  morality  of  it — then  I 
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would  strongly  recommend  that  some  kind  of  a  research  program 
be  set  up  and  administered  by  some  impartial  agency,  either 
within  the  Federal  Government  or  some  university  or  something  of 
that  kind— that  is,  an  impartial  kind  of  judge— to  see  just  what 
effect  a  ZIP  code  does  have  in  a  wide  variety  of  credit  granting 
circumstances.  .  . 

I  myself  feel  we  simply  don't  have  enough  information  about 
that,  based  on  the  testimony  I  have  heard  yesterday  and  today. 
People  are  making  contentions,  but  very  few  people  are  able  to 
stand  up  and  say  this  is  exactly  how  much  ZIP  code  means  in  this 
particular  situation  and  here  is  what  ZIP  code  meant  in  this  situa- 
tion and  it  made  this  much  difference  in  this  situation.  We  should 
have  a  half  dozen  or  a  dozen  different  data  bases  to  work  with  from 
different  industries,  and  then  we  could  answer  the  question  about 

the  economics. 

But,  again,  I  rather  agree  with  you,  this  is  not  an  economic 

matter. 

Senator  Levin.  Again,  our  thanks  to  you.  You  have  been  very 
patient  and  very  helpful.  And  thanks  to  all  of  the  witnesses. 
[Whereupon,  at.  1:25  p.m.,  the  hearing  was  adjourned.] 
[Additional  correspondence  with  Dr.  Chandler  and  other  material 
received  for  the  record  follows:] 

U.S.  Senate, 
Washington,  D.C.,  June  13,  1979. 

Dr.  Gary  Chandler, 

Associate  Professor,  Department  of  Finance, 

Georgia  State  University,  Atlanta,  Ga. 

Dear  Dr.  Chandler:  Thank  you  for  taking  the  time  to  appear  before  the  Consum- 
er Affairs  Subcommittee  to  testify  on  Senate  bill  15.  I  regret  that  my  schedule  did 
not  permit  me  to  remain  long  enough  to  hear  you  deliver  your  statement  and  ask 
you  a  few  questions,  however,  I  would  appreciate  it  if  you  could  respond  to  those 
questions  for  the  record. 

I  would  appreciate  your  responses  to  these  questions  at  your  earliest  convenience, 
though  hopefully  before  July  2,  1979. 

1.  On  pages  7  and  8  of  your  statement  you  discussed  the  development  ot  different 
credit  scoring  systems  for  separate  geographic  regions  and  also  the  use  of  geograph- 
ic location  as  a  characteristic  within  a  system.  In  both  cases  you  stated  that  these 
serve  the  purpose  of  adjusting  for  differences  in  characteristics  that  predict  cred- 
itworthiness and  differences  in  the  relationship  of  those  characteristics  to  cred- 
itworthiness. This  indicates  to  me  that  both  ways  of  using  geography  ultimately 
fulfill  the  same  purpose.  Is  this  true,  and  if  so  would  you  please  explain? 

2.  You  state  that,  in  general,  it  is  not  appropriate  to  examine  the  points  assigned 
to  any  single  characteristic  since  those  points  only  have  meaning  within  the  context 
of  the  entire  model.  Could  you  please  elaborate  on  that  point? 

3.  In  one  of  the  tests  you  have  conducted,  you  concluded  that  few,  if  any.^  credit 
characteristics  do  not  provide  a  prima  facie  case  of  discrimination  under  the  "effects 
test."  Could  you  explain  how  this  conclusion  was  arrived  at  and  what  significance  it 
has  to  our  consideration  of  S.  15. 

I  appreciate  your  responding  to  these  questions,  and  thank  you  again  for  your 
considered  testimony  on  S.  15. 
Sincerely, 

William  L.  Armstrong, 
Consumer  Affairs  Subcommittee. 
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Georgia  State  University, 
Atlanta,  Ga.,  June  29,  1979. 

Senator  William  L.  Armstrong, 

Consumer  Affairs  Subcommittee,  Committee  on  Banking,  Housing,  and  Urban  Affairs, 
U.S.  Senate,  Washington,  D.C. 

Dear  Senator  Armstrong:  I  would  like  to  thank  you  and  the  other  members  of 
the  Consumer  Affairs  Subcommittee  for  the  opportunity  to  testify  on  S.  15.  The 
experience  was  both  interesting  and  enlightening. 

The  answers  to  your  questions  on  my  testimony  are  enclosed. 

After  observing  two  days  of  hearings,  I  was  surprised  that  most  cf  the  testimony 
given  failed  to  present  any  real  economic  analysis  of  the  issue  and  its  impact  on 
consumers  and  creditors.  I  had  always  hoped  that  these  types  of  laws  would  be 
based  on  analysis  and  not  anecodotal  stories.  I  was  however,  encouraged  to  listen  to 
your  questions  that  raised  real  economic  issues. 

The  credit  environment  is  a  complex  one.  The  impact  of  S.  15  could  in  many  cases 
be  to  limit  the  availability  of  credit  to  the  very  people  that  S.  15  was  intended  to 
aid. 

I  urge  that  S.  15  be: 

1.  Not  passed  or; 

2.  Amended  to  read — prohibit  discrimination  solely  on  the  basis  of  location — 
or; 

3.  Amended  to  read — prohibit  the  use  of  location  of  residence  in  any  greater 
detail  than  the  first  three  digits  of  the  zip  code  as  a  characteristic  within  a 
credit  evaluation  system,  except  where  the  grouping  of  these  smaller  units  is 
based  on  demonstrably  similar  payment  habits. 

In  closing,  I  would  point  out  that  S.  15  would  not  be  enforceable  against  creditors 
using  judgmental  evaluation  and  conflicts  with  the  Community  Reinvestment  Act. 
Please  contact  me,  if  I  can  provide  any  additional  information. 
Sincerely, 

Gary  G.  Chandler, 
Associate  Professor  of  Finance. 

Questions  of  Senator  Armstrong  and  Answers  by  Professor  Chandler  ' 

Question  1.  On  pages  7  and  8  of  your  statement  you  discussed  the  development  of 
different  credit  scoring  systems  for  separate  geographic  regions  and  also  the  use  of 
geographic  location  as  a  characteristic  within  a  system.  In  both  cases  you  stated 
that  these  serve  the  purpose  of  adjusting  for  differences  in  characteristics  that 
predict  creditworthiness  and  differences  in  the  relationship  of  those  characteristics 
to  creditworthiness.  This  indicates  to  me  that  both  ways  of  using  geography  ulti- 
mately fulfill  the  same  purpose.  Is  this  true,  and  if  so  would  you  please  explain. 

Answer.  Both  methods  attempt  to  fulfill  the  same  purpose.  The  basic  premise  is 
that  applicant  characteristics  (income,  age,  years  at  residence,  credit  history,  etc.) 
may  not  have  the  same  relationship  to  creditworthiness  in  all  geographic  regions. 

The  use  of  regional  credit  scoring  models  allows  the  points  for  each  characteristic 
and  even  the  selected  characteristics  to  vary  from  region  to  region.  This  method  is 
the  most  elaborate  method  to  handle  regional  differences. 

The  use  of  the  geographic  location  as  a  characteristic  within  a  system  also  adjusts 
for  geographic  differences.  In  this  case  the  geographic  "shift"  variable  (such  as  zip 
code)  accounts  for  these  differences  on  an  average  basis  with  the  points  on  all  other 
characteristics  the  same  in  all  regions. 

The  regional  models  tend  to  capture  these  differences  more  accurately  than 
models  using  a  geographic  shift  variable.  In  any  case,  when  geographic  differences 
exist,  either  method  is  preferred  to  ignoring  the  geographic  differences. 

Rather  than  focusing  on  the  points  assigned  to  a  given  geographic  characteristics, 
the  real  impact  of  the  practice  should  be  determined  by  measuring  the  effect  of  the 
overall  model  on  the  different  geographic  regions.  This  should  be  done  by  comparing 
the  bad  debt  experience  (or  profitability)  and  approval  rates  from  region  to  region. 

Question  2.  You  state  that,  in  general,  it  is  not  appropriate  to  examine  the  points 
assigned  to  any  single  characteristic  since  those  points  only  have  meaning  within 
the  context  of  the  entire  model.  Could  you  please  elaborate  on  that  point? 

Answer.  Credit  scoring  is  the  use  of  an  empirically  derived  numerical  formula  for 
predicting  the  creditworthiness  of  a  credit  applicant  by  assigning  points  to  specific 
applicant  characteristics.  The  total  of  the  points  indicates  the  creditworthiness  of 


1  The  views  expressed  in  these  answers  are  solely  those  of  the  author. 
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the  applicant  and  is  compared  to  a  cutoff  score.  If  the  applicant's  score  equals  or 
exceeds  the  cutoff,  the  applicant  is  accepted;  if  less,  the  applicant  is  declined. 

Credit  scoring  systems  are  developed  by  using  multivariate  statistical  analysis  to 
simultaneously  consider  all  relevant  information  about  the  credit  applicants.  Multi- 
variate analysis  allows  for  consideration  of  the  intercorrelation  among  the  predic- 
tive characteristics  (for  example,  age,  income,  job  tenure,  length  of  time  at  resi- 
dence, credit  history  and  occupation  may  be  correlated  with  each  other  as  well  as 
with  creditworthiness)  and  the  interaction  among  these  characteristics  (for  example, 
a  young  person  renting  his  or  her  current  residence  may  meaning  something 
different  from  an  older  person  renting).  Through  multivariate  analysis,  such  charac- 
teristics are  assigned  appropriate  points  given  the  impact  of  the  other  characteris- 
tics. 

Since  the  points  assigned  to  the  characteristics  are  not  assigned  without  the 
impact  of  the  other  characteristics  and  since  the  total  of  the  points  is  used  by 
creditors  to  evaluate  creditworthiness,  it  is  improper  to  examine  the  points  assigned 
to  a  single  characteristic  and  to  make  inferences  regarding  the  treatment  of  a  group 
of  credit  applicants.  The  only  way  to  determine  the  way  that  a  credit  scoring  system 
treats  a  group  of  applicants  is  to  score  the  applicants. 

The  real  test  of  a  credit  evaluation  system  is  whether  it  separates  creditworthy 
and  noncreditworthy  applicants  at  a  significant  rate.  Regulation  B  has  already 
covered  this  aspect  of  credit  evaluation  system.  Creditors  can  also  measure  the  bad 
debt  rate  (or  profitability)  on  accounts  that  the  scoring  model  approves  at  various 
cutoff  scores  and  on  various  groups  of  applicants.  If  the  bad  debt  rate  (or  profitabil- 
ity) for  a  group  is  substantially  lower  (higher)  than  the  other  groups,  the  creditor 
can  adjust  the  approval  rate  for  that  group  upward  (downward).  The  best  test  to 
determine  the  fairness  of  a  credit  evaluation  system  on  various  subgroups  is  to 
measure  the  ability  of  the  creditor  to  maintain  similar  bad  debt  rates  (or  profitabil- 
ity) across  the  subgroups. 

Question  3.  In  one  of  the  tests  you  have  conducted  you  concluded  that  few,  if  any, 
credit  characteristics  do  not  provide  a  prima  facie  case  of  discrimination  under  the 
"effects  test".  Could  you  explain  how  this  conclusion  was  arrived  at  and  what 
significance  it  has  to  our  consideration  of  S.  15. 

Answer.  This  question  is  covered  on  pages  4-6  of  my  written  statement.  I  will 
present  only  additional  comments  in  this  answer. 

Regulation  B  applies  the  "effects  test"  concept  of  discrimination  to  credit  evalua- 
tion. The  principles  of  the  effects  test  apply  when  the  credit  standards  operate  to 
disqualify  applicants  in  a  "protected"  group  at  a  substantially  higher  rate  than  the 
applicants  who  are  not  members  of  the  protected  group. 

We  examined  the  characteristics  of  over  2,000  applicants  in  order  to  determine 
whether  traditional  credit  evaluation  standards  would  have  the  effect  of  disqualify- 
ing members  of  protected  groups  at  substantially  higher  rates.  If  the  occurrence  of 
creditworthy  and  noncreditworthy  characteristics  (standards)  was  similar  for  pro- 
tected groups  and  other  groups  the  effects  test  would  not  apply.  We  used  a  tradition- 
al statistical  test  for  differences  between  groups,  the  Chi-square  test.  The  results 
indicated  that  few,  if  any,  credit  evaluation  standards  would  not  be  subject  to  a 
prima  facie  case  of  effects  test  discrimination.  In  other  words,  almost  any  character- 
istic can  be  shown  to  differ  significantly  among  protected  groups,  hence  forming  the 
basis  for  an  effects  test  case. 

However,  the  existence  of  the  effects  test  case  should  not  lead  to  the  abandon- 
ment of  all  credit  standards.  The  effects  test  allows  creditors  to  use  credit  standards, 
even  though  they  can  be  used  to  establish  a  prima  facie  case  of  discrimination, 
provide  that  they  bear  a  "manifest"  relationship  with  creditworthiness.  Therefore, 
only  those  characteristics  (standards)  that  are  not  related  to  creditworthiness  should 
be  excluded. 

In  other  word,  the  practice  of  unfair  discrimination  based  on  geographic  location 
of  residence  is  already  prohibited  by  the  effects  test. 

I  will  present  one  additional  exhibit  from  the  above  study. 

EFFECTS  TEST  EXAMPLE-PROTECTED  CHARACTERISTIC 

[Percent] 


Characteristic 

Marital  status 

Married 

Single             Widowed 

Divorced 

Low  income 

24 

51              33 
9              26 

36 

Homeownership 

27 

17 
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These  differences  are  quite  significant.  Perhaps  it  is  not  as  difficult  to  demon- 
strate the  prima  facie  effects  test  discrimination  case  as  is  often  believed. 

Please  bear  in  mind,  that  the  author  is  not  an  attorney  and  the  above  results 
represent  only  statistical  inferences  regarding  the  effects  test  and  not  a  legal 
opinion. 


Sears,  Roebuck  &  Co., 
Washington,  D.C.,  June  19,  1979. 

Hon.  Paul  E.  Tsongas, 

Chairman,  Subcommittee  on  Consumer  Affairs,  Committee  on  Banking,  Housing,  and 

Urban  Affairs,  U.S.  Senate,  Washington,  D.C. 
Re  Comments  on  S.  15 

Dear  Mr.  Chairman:  Sears  is  pleased  to  comment  on  the  subject  of  credit  grant- 
ing and  this  proposed  legislation.  We  request  that  these  comments  be  added  to  the 
record  of  your  committee  in  connection  with  the  hearings  on  S.  15  held  on  June  4 
and  5,  1979. 

Our  concerns  with  this  bill  are  grounded  both  in  its  underlying  philosophy  and  in 
its  specific  language.  As  was  pointed  out  in  the  testimony  of  the  Board  of  Governors 
of  the  Federal  Reserve  System,  this  legislation  would  for  the  first  time  prohibit  a 
creditor  from  considering  a  characteristic  of  an  applicant  ("place  of  residence") 
rather  than  identifying  a  specific  group  of  applicants  that  should  be  protected.1  We 
believe  that,  once  this  philosophical  boundary  has  been  crossed,  there  will  be  a 
continuous  flow  of  future  proposed  legislation  prohibiting  the  use  of  all  manner  of 
additional  variables. 

Careful  research  and  analysis  should  be  conducted  before  even  considering  the 
elimination  by  legislation  or  regulation  of  any  characteristic  of  credit  applicants 
that  has  been  proven  to  be  a  reliable  predictor  of  creditworthiness.  One  study  of 
data  from  a  number  of  different  creditors  found  that  the  elimination  of  certain 
variables  from  credit  scoiing  models  resulted,  even  with  the  best  possible  combina- 
tion of  substitute  variables,  in  models  that  were  only  98  per  cent  as  effective  in 
distinguishing  potentially  bad  risks  from  potentially  good  risks.2  This  two  per  cent 
efficiency  loss  will  lead  directly  to  higher  costs  to  society,  whether  through  in- 
creased uncollectible  losses,  collection  expenses,  higher  rejection  rates  (and  thus  lost 
business)  or  some  combination. 

If  this  process  of  prohibiting  the  consideration  of  characteristics  of  applicants  by 
legislation  has  begun,  there  is  really  no  stopping  point  if  the  criterion  is  that 
considering  a  particular  characteristic  might  have  a  differential  impact  on  one  or 
more  protected  groups.  As  Professor  Chandler  explained  in  his  testimony,  research 
he  has  conducted  on  one  group  of  credit  applicants  showed  that  virtually  all  (40  of 
43  pieces  of  information  tested)  variables  commonly  used  in  making  credit  judg- 
ments have  a  statistically  significant  differential  occurrence  as  between  men  and 
women  and  among  different  kinds  of  marital  status.3 

We  believe  that  the  social  good  is  advanced  when  an  action  taken  results  in 
making  at  least  one  consumer  better  off  without  making  any  other  consumer  worse 
off.  This  effect  would  not  be  achieved  by  proscribing  the  use  of  information  which 
can  be  proven  to  result  in  more  accurate  credit  judgments.  If  no  substitute  informa- 
tion can  be  found,  then  the  systems  will  be  less  accurate  and  as  pointed  out  above 
social  costs  will  rise.  If  substitute  information  does  exist,  then  applicants  will  still  be 
denied  credit  in  about  the  same  proportions  as  previously.  However,  rebuilding 
credit  scoring  systems  to  find  substitute  information  is  also  a  costly  process. 

Our  other  basic  philosophical  concern  with  this  legislation  is  that  it  supposes  that 
creditors  have  something  to  gain  from  irrational,  noneconomic  discrimination.  Noth- 
ing could  be  further  from  the  truth.  Sears  whole  reason  for  existence  is  to  sell  the 
most  goods  and  services  we  can  to  the  most  consumers  we  can.  If  the  customers 
want  to  use  credit  to  purchase  our  products,  and  most  of  them  do,  it  is  certainly  in 
Sears  best  interest  to  grant  them  that  credit,  based  solely  on  our  best  estimates  of 
their  ability  and  willingness  to  repay  us. 

Proponents  of  this  legislation  seem  to  believe  that  one  factor  in  an  applicant's 
entire  profile  of  characteristics  is  capable  of  causing  that  applicant  to  be  rejected. 
However,  this  almost  never  the  case  in  practice,  especially  if  a  creditor  uses  credit 
scoring  systems.  The  statistical  procedures  used  in  developing  credit  scoring  systems 
are  excellent  for  determining  the  most  efficient  set  of  characteristics  for  predicting 
potentially  good  and  potentially  bad  credit  risks. 


1  Nancy  H.  Teeters,  "Statement,"  before  the  Subcommittee  on  Consumer  Affairs  of  the  Com- 
mittee on  Banking,  Housing  and  Urban  Affairs,  U.S.  Senate,  June  5,  1979,  p.  1. 

2  Bernard  A.  Shinkel,  "Effects  of  Limiting  Information  in  the  Granting  of  Consumer  Credit." 
(Purdue  University  unpublished  Ph.D.  dissertation)  1976. 

■  Gary  G.  Chandler,  ''Statement,"  June  5,  1979,  p.  6. 
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However,  these  statistical  procedures  do  not  lend  themselves  to  an  analysis  of  any 
one  factor  within  the  set  that  is  included  in  a  particular  model.  Thus,  an  applicant 
is  accepted  or  rejected  based  on  the  interaction  of  a  whole  set  of  characteristics 
(including  information  from  a  credit  reporting  agency  in  every  case  at  bears),  not  on 
the  basis  of  any  single  characteristic  within  the  set. 

Sears  has  never  used  Zip  Codes  or  any  other  geographical  consideration  (other 
than  verifying  that  an  applicant  is  a  resident  of  the  United  States)  in  either  our 
credit  scoring  models  or  in  our  judgmental  procedures.  We  have  tried,  for  over  forty 
vears  to  make  individual  credit  evaluations  for  every  applicant  in  the  market 
where  the  applicant  chooses  to  shop.  To  that  end,  we  have  developed  separate  and 
distinct  credit  scoring  models  for  most  of  our  several  hundred  retail  locations 
around  the  country.  Other  Sears  units  do  not  use  credit  scoring  models,  but  rather 
credit  judgment  are  made  in  those  locations  by  our  trained  credit  employees.  Re- 
gardless of  the  method  of  credit  evaluation,  however,  we  experience  vastly  different 
approval  rates  of  applicants  at  our  different  stores  as  well  as  different  delinquency 
rates  and  loss  rates.  The  language  of  S.  15  poses  a  serious  threat  to  the  Sears  ability 
to  design,  maintain,  and  use  these  different  systems,  which  resulted  m  approving 
over  5,000,000  credit  applicants  in  1978,  because  granting  credit  to  a  higher  propor- 
tion of,  say,  Michigan  applicants  than  Massachusetts  applicants,  could  be  interpret- 
ed as  discriminating  against  consumers  who  happen  to  have  a  place  ot  residence 
in  Massachusetts.  Furthermore,  rejecting  additional  (otherwise  good)  credit  appli- 
cants in  Michigan  so  as  to  achieve  an  approval  rate  no  greater  than  that  in 
Massachusetts  could  be  interpreted  as  discriminating  against  Michigan  consumers 
on  the  basis  of  "place  of  residence."  Clearly,  this  legislation  would  place  us  in  an 
untenable  position.  . 

There  are  other  good  reasons  why  a  creditor  may  have  different  approval  rates  in 
different  states.  These  reasons  relate  primarily  to  allowable  rates  of  charge  and  to 
the  availability  of  various  means  of  collecting  accounts.  For  example,  it  would  not 
be  surprising  to  find  that  credit  is  more  widely  available  in  Texas,  which  has  an  18 
percent  rate  ceiling  on  the  first  $500  of  a  charge  account  balance,  than  in  Arkansas, 
which  has  a  limitation  of  10  percent  on  all  balances. 

Sears  supports  the  intent  of  S.  15,  which  appears  to  be  that  consumers  who  choose 
to  apply  for  credit  be  treated  fairly  and  not  discriminated  against  on  any  noneco- 
nomic  grounds.  However,  we  believe  that  no  new  legislation  is  needed  to  achieve 
this  The  provisions  of  the  Equal  Credit  Opportunity  Act  of  1974  and  the  Equal 
Credit  Opportunity  Act  Amendments  of  1976  are  adequate  to  cover  the  subject 
addressed  by  S.  15.  _     '       ' 

In  conclusion,  we  are  deeply  worried  over  the  effects  that  S.  15  could  have  on  the 
62.9  percent  of  American  households  now  holding  credit  cards.4  We  urge  that  S.  15 

not  be  enacted.  „,-,,,,••«  <n  1  mm       oc 

(Washington,  D.C.:  Board  of  Governors  of  the  Federal  Reserve  System,  1978),  p.  8b. 

Sincerely, 

Philip  M.  Knox,  Jr. 


Commerce  Oriented  Sciences,  Inc., 

Oak  Park,  III,  June  4,  1979. 

Hon.  Paul  E.  Tsongas, 

Chairman,  Consumer  Affairs  Subcommittee,  Senate  Banking  Committee, 

U.S.  Senate,  Dirksen  Building,  Washington,  D.C. 

Re  S.  15 

Dear  Mr.  Tsongas:  The  writer  wishes  to  express  gratitude  to  the  Senate  Banking 
Committee  for  the  opportunity  to  comment  on  the  matter  before  it  regarding  the 
use  of  ZIP  Code  variables  in  the  construction  of  credit  point  scoring  systems. 

The  development  of  valid  point  scoring  systems  has  long  been  the  concern  since 
the  writer  built  the  first  50  models  for  a  very  large  chain  store  beginning  in  1966 
and  since  the  formation  of  Commerce  Oriented  Sciences  in  1972.  Valid  systems 
serve  the  interest  of  the  public  good  and  of  the  credit  grantor  at  the  same  time.  On 
the  other  hand,  invalid  systems  are  detrimental  to  both  parties  of  a  credit  agree- 
ment. 

I  would  assume  that  the  Senate  Banking  Committee  is  primarily  concerned  with 
the  public  interest  issues  of  the  use  of  ZIP  Code  data  in  point  scoring  systems.  One 
aspect  of  the  public  interest  is  whether  the  use  of  a  ZIP  Code  is  inherently  fair  or 
forms  the  basis  of  discriminatory  credit  granting.  A  second  aspect  of  use  of  ZIP  Code 
information  is  whether  the  statistical  properties  of  that  variable  or  the  common 


4  Thomas  A.  Durking  and  Gregory  E.  Elliehausen,  1977  Consumer  Credit  Survey. 
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statistical  manipulation  of  that  variable  results  in  the  assignment  of  points  in  a  way 
which  is  unfair  to  the  individual  consumer.  The  first  issue  is  appropriately  a  matter 
of  public  policy;  the  second  is  a  matter  of  statistical  expertise.  This  letter  will  deal 
with  the  second  aspect  although  what  is  said  about  the  statistical  properties  of  the 
use  of  the  ZIP  Codes  will  impact  any  judgment  about  the  inherent  fairness  of  ZIP 
Code  information. 

STATISTICAL   PROPERTIES   OF   ZIP   CODES 

It  is  important  to  comment  on  the  statistical  properties  of  ZIP  Codes.  ZIP  Codes 
are  assigned  on  the  basis  of  the  existence  of  a  U.S.  Post  Office  in  a  limited 
geographical  area.  The  area  served  by  a  given  station  represents  its  ZIP  area.  The 
placement  of  Post  Office  Stations  historically  has  been  on  the  basis  of  the  manageri- 
al capacity  of  a  station  of  a  given  size  to  serve  that  area.  The  three  primary 
ingredients  which  interact  to  determine  "managerial  capacity"  are  postal  volume, 
station  size  and  delivery  range.  No  attempt  has  been  made  to  develop  ZIP  areas 
which  are  homogeneous  or  for  any  other  statistical  consideration.  Thus  there  is  no 
statistical  expectation  that  individuals  drawn  from  the  same  ZIP  Code  have  similar 
demographic  profiles.  In  fact,  the  Census  Bureau,  which  is  highly  sophisticated  in 
the  use  of  geographical  sampling,  develops  its  own  census  tracts  which  are  circum- 
scribed such  that  the  population  contained  within  each  are  homogeneous. 

The  Census  Bureau  expends  large  sums  to  develop  the  tracts  because  of  the 
precision  which  results.  Clearly,  the  Census  Bureau  experts  feel  that  the  ZIP  Codes 
are  seriously  deficient  as  statistically  sound  entities  for  their  sampling  purposes. 
Thus  an  important  statistical  property  of  a  ZIP  Code  area  is  that  it  lacks  homogene- 
ity. As  a  practical  matter,  a  ZIP  Code  contains  a  wide  divergence  of  individual  types 
and  that  individuals  drawn  from  it  cannot  therefore  be  called  "typcial"  of  that  ZIP 
Code.  In  the  writer's  opinion,  this  last  conclusion  directly  impacts  the  public  policy 
issue  regarding  the  inherent  fairness  of  the  use  of  ZIP  Codes  in  point  scoring 
systems. 

In  the  following  section,  the  misuse  of  statistical  concepts  as  applied  to  ZIP  Code 
scoring  will  be  discussed.  However,  the  statistical  weakness  of  ZIP  Codes  cited  above 
is  sufficient   reason  for  the  elimination  of  ZIP  Codes  as  a  legitimate  variable. 

PROCEDURAL   ERRORS   IN   THE   EVALUATION   OF   ZIP   CODES   IN   THE   DEVELOPMENT   OF 

POINT   SCORING   SYSTEMS 

The  single  largest  roadblock  to  the  use  of  ZIP  Code  information  is  the  special 
procedure  required  for  computing  the  weights  to  be  assigned  to  each  ZIP  Code. 
Small  metropolitan  areas  contain  a  minimum  of  75  ZIP  Codes  while  large  metropoli- 
tan areas  contain  over  200  ZIP  Codes.  If  the  typical  regression  or  discriminant 
function  program  are  used,  this  number  of  variables  exceed  the  program  and 
computer  capabilities.  If  each  ZIP  Code  is  treated  as  a  separate  variable  to  overcome 
this  drawback,  special  analyses  are  required.  Each  ZIP  Code  is  a  "nominal"  vari- 
able; that  is,  the  numbers  assigned  to  the  ZIP  only  serve  to  identify  one  from  the 
other,  but  otherwise  the  numbers  have  no  inherent  mathematical  properties.  There- 
fore, the  special  analyses  must  convert  each  ZIP  Code  to  a  scale  in  which  all  ZIPs 
are  comparable  on  some  common  basis. 

In  statistical  terms,  we  must  convert  these  nominal,  and  hence  mathematically 
meaningless  scales,  to  an  ordinal  scale  at  the  least.  An  ordinal  scale  implies  that 
the  ZIPs  are  assigned  a  rank  order.  This  is  done  by  one  of  several  techniques.  One 
of  these  leads  to  an  even  higher  form  of  scaling;  namely,  an  interval  scale  wherein 
the  difference  between  the  rank  ordered  items  of  the  ordinal  scale  are  mathemat- 
ically comparable.  A  good  example  of  an  interval  scale  is  a  thermometer  where  the 
difference  between  0  degrees  and  10  degrees  is  mathematically  equivalent  to  the 
difference  between  70  degrees  and  80  degrees. 

It  has  been  observed  by  this  writer  that  such  a  conversion  has  not  been  performed 
by  those  point  scoring  developers  who  use  ZIP  Codes  extensively.  Instead  of  dealing 
with  the  scaling  of  each  ZIP  individually,  these  developers  use  some  form  of  group- 
ing to  reduce  the  number  of  ZIPs  to  be  weighted.  As  soon  as  the  grouping  process  is 
begun,  error  is  inevitable.  The  trial  grouping  begins  with  numerically  contiguous 
ZIPs.  Since  the  numbers  assigned  to  ZIPs  are  essentially  random,  the  groups  formed 
have  no  statistical  basis  of  comparability.  For  example,  the  example  below  contains 
ZIP  Codes  for  the  seven  (7)  areas  and  the  associated  "quality"  based  on  the  percent- 
age of  good  accounts. 
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Present  random  assignment  Another  random  assignment 


ZIP  code    Percent  of  goods 


ZIP  code 

Percent  of  goods 

01 

High. 

13 

Low. 

24 

Do. 

08 

Do. 

02 

High. 

03 

Do. 

04 

Do. 

Area  A 01  High. 

Area  B 02  Low.. 

Area  C 03  High. 

Area  D 04  High. 

Area  E ( ') .. 

Area  F ( ') .. 

Area  G ( ' ) .. 


1  Eliminated  to  simplify  the  example. 

It  can  be  seen  from  the  table  above  that  if  ZIP  Codes  were  grouped  under  the 
"Present  Random  Assignment"  of  codes  01  thru  04  (and  the  number  of  accounts 
from  each  ZIP  were  equal)  that  customers  from  this  grouping  would  be  assigned  a 
low  point  score;  if  the  ZIP  Codes  were  grouped  under  "Another  Random  Assign- 
ment", then  the  customers  coming  from  ZIPs  01  thru  04  under  that  assignment 
would  be  given  a  high  positive  score.  It  is  important  to  note  that  Area  A,  ZIP  Code 
01,  remains  the  same  under  both  assignments;  but  there  are  different  consequences 
which  result  from  the  grouping  of  ZIPs.  Therefore,  the  grouping  of  ZIP  Codes  on  the 
basis  of  numerically  contiguous  ZIPs  is  statistically  erroneous  and  leads  to  arbitrary 
and  hence,  unfair  scores. 

CONCLUSION 

As  the  Committee  can  well  understand,  the  subject  can  be  discussed  at  greater 
length  and  detail;  and  the  writer  is  willing  to  contribute  further  to  the  discussions 
and  understanding.  It  is  hoped  that  this  letter  will  raise  important  questions  about 
the  use  of  ZIP  Codes  in  point  scoring. 
Sincerely, 

Cosimo  A.  Carlucci,  Ph.  D., 
President. 

Statement  of  American  Retail  Federation 

The  American  Retail  Federation  (ARF)  is  taking  this  opportunity  to  express  its 
views  on  S.  15,  a  bill  to  amend  §  701  of  the  Consumer  Credit  Protection  Act  to 
prohibit  discrimination  on  the  basis  of  geography  in  the  issuance  and  use  of  credit 
cards.  Our  recommendations  are  based  upon  literally  decades  of  retailers'  experi- 
ence in  complying  with  various  state  and  federal  regulatory  limitations  and  affirma- 
tive requirements  and,  in  particular,  on  more  than  three  and  one  half  years  experi- 
ence complying  with  the  requirements  of  the  Equal  Credit  Opportunity  Act  and 
Regulation  B  issued  by  the  Board  of  Governors  of  the  Federal  Reserve  System  to 
implement  that  act. 

Membership  in  ARF  consists  of  31  national  retail  trade  associations,  50  state 
retail  associations,  the  Metropolitan  Washington  Board  of  Trade,  as  well  as  corpo- 
rate members.  Through  its  members,  ARF  represents  more  than  one  million  retail 
establishments.  Inasmuch  as  most  retailers  represented  by  ARF  offer  or  extend 
consumer  credit  and  many  of  them  issue  credit  cards,  the  retail  industry  is  vitally 
interested  in  this  proposed  legislation. 

A  number  of  retailers  represented  through  ARF  rely  on  demonstrably  and  statis- 
tically sound,  empirically  derived  credit  systems  (credit  scoring  systems)  in  evaluat- 
ing credit  applications.  The  majority,  however,  rely  upon  judgmental  evaluation  of 
credit  applications.  This  proposed  legislation  will  seriously  impair  the  ability  of 
retailers  using  either  system  of  evaluation  to  reach  sound  credit  judgments.  For 
that  reason,  ARF  is  offering  these  comments  on  the  broader  implications  of  this 
proposal,  including  its  impact  on  judgmental  systems. 

The  matter  of  geographic  distinctions  between  various  parts  of  this  vast  country 
is,  indeed,  a  complex  issue.  It  is  a  known  fact  that  such  distinctions  exist.  The  many 
economic  forces  at  work  in  this  country  largely  account  for  those  distinctions.  For 
example,  the  location  of  industrial  and  governmental  installations  can  affect  the 
economy  of  a  region  as  small  as  a  city  or  as  large  as  a  Standard  Metropolitan 
Statistical  Area — or  larger. 

Similarly,  state  laws  can  and  do  affect  the  economy  of  an  entire  state.  For 
example,  to  the  extent  that  state  laws  relating  to  rates  of  finance  charge,  collection 
practices,  and  the  like  differ  from  state  to  state,  consumer  credit  markets  also  differ. 
And  that  difference  can  be  and  is  measured  geographically — by  state  boundary.  The 
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National  Commission  on  Consumer  Finance  acknowledged  the  impact  of  state  laws 
on  the  economy  in  general  and  on  the  availability  of  consumer  credit  in  particular: 
".  .  .  in  our  economy,  concededly  the  most  successful  type  yet  developed,  consumer 
credit  has  played  a  vital  role.  It  has  done  so,  moreover,  by  growing,  like  Topsy,  on 
its  own.  It  has  adjusted  to  differing  times,  economic  needs,  consumer  goods,  geo- 
graphical distinctions,  and  so  on  with  a  minor  amount  of  tinkering  on  the  part  of 
the  government.  Such  tinkering  as  governments  have  engaged  in  has  been  of  a 
negative  variety  tending  to  restrain  and  restrict."  [National  Commission  on  Con- 
sumer Finance,  Consumer  Credit  in  the  United  States  (Washington,  D.C.:  U.S. 
Government  Printing  Office,  1972),  pp.  2-3;  emphasis  supplied] 

Geographical  distinctions  also  result  from  geography,  itself.  For  example,  an 
industrial  plant  requiring  large  volumes  of  water  for  a  manufacturing  process  must 
necessarily  be  located  near  a  large  body  of  water.  Similarly,  a  regional  office  of  a 
federal  agency  is  typically  headquartered  in  a  convenient  location — usually  a  large 
metropolitan  area — within  its  region. 

Large  payrolls,  whether  they  be  from  manufacturing  or  governmental  sources, 
have  a  significant  impact  on  the  economy  of  a  region  in  that  they  lend  stability  to 
the  employment  and  family  income  bases  of  the  region.  This  stability,  in  turn,  has  a 
spill-over  or  multiplier  effect  by  encouraging  suppliers  of  goods  and  services  to  enter 
the  region  to  serve  the  stable  population. 

All  of  this  is  by  way  of  saying  that  geographical  distinctions  are  very  real  and 
that  to  prohibit  credit  grantors  from  considering  those  distinctions  is  both  commer- 
cially unrealistic  and  patently  unfair  to  consumers  located  in  stable  geographic 
regions.  It  must  be  remembered  that  any  prohibition  against  consideration  of  geog- 
raphy in  evaluating  a  credit  application  would  work  both  ways;  it  would  necessarily 
prohibit  consideration  of  both  the  more  favorable  and  the  less  favorable  geographic 
characteristics. 

A  prohibition  against  consideration  of  geography  in  the  granting  of  credit  also 
would  impose  fundamentally  unfair  and  uneconomic  burdens  on  credit  grantors. 
Congress  does  not  regulate  maximum  rates  which  may  be  charged  for  consumer 
credit.  State  law  governs  in  this  area,  and  retail  revolving  credit  rate  ceilings  vary 
widely  among  the  several  states,  from  a  10  percent  annual  rate  in  Arkansas  to  a 
21.6  percent  annual  rate  in  Illinois — and  an  even  higher  rate  in  Ohio  on  balances  of 
$200  or  less. 

Retailers  (indeed,  all  creditors)  which  are  subject  to  the  lower  rate  ceilings  must 
be  more  selective  in  making  credit  judgments  than  retailers  in  the  high  ceiling 
states,  simply  because  they  have  a  smaller  amount  of  gross  finance  charge  revenue 
with  which  to  absorb  credit  department  expenses,  including  bad  debts.  Retailers  in 
higher  rate  ceiling  states  can  make  more  credit  available  to  consumers  than  can 
retailers  in  low  ceiling  states.  They  can  afford  to  write  off  a  larger  amount  of  bad 
debts,  which  means  that  they  can  accept  a  larger  number  of  marginally  credit- 
worthy applicants. 

S.  15  would  appear  to  prohibit  any  consideration  of  geography,  even  where  rates 
of  finance  charge  varied  widely  as  among  geographic  locations.  Retailers  would  be 
bound  by  uniform  credit  standards  even  where  geographic  variations  in  rate  struc- 
tures produced  significant  variations  in  finance  charge  revenues  and,  for  that 
reason,  permitted  significant  variations  in  operating  expenses. 

The  National  Commission  on  Consumer  Finance  considered  precisely  this  legisla- 
tive constraint  and  made  the  following  observation:  "It  would  be  inconsistent  to 
turn  to  the  [consumer  credit]  industry  and  attempt  to  regulate  and  eliminate 
practices  which  affect  operating  costs  but  at  the  same  time  limit  the  rate  by  fiat  so 
that  it  cannot  seek  its  own  level.  And  yet  this  is  precisely  what  legislators  have 
done.  For  example,  the  effective  elimination  of  some  creditors'  legal  collection 
devices  increases  bad  debt  and  collection  expenses.  When  such  elimination  is  not 
accompanied  by  a  rate  structure  which  recognizes  and  allows  for  those  increased 
costs  to  be  covered,  less  credit  is  available  than  would  be  at  equilibrium  conditions. 
[Consumer  Credit  in  the  United  States,  supra,  page  4] 

Creditors  face  a  dilemma:  the  federal  government  is  pursuing  a  social  policy 
which  has  the  effect  of  reducing  the  precision  with  which  credit  applications  can  be 
evaluated  and  thereby  increasing  the  potential  for  bad  debt  losses,  but  state  govern- 
ments have  not  been  generally  willing  to  provide  increases  in  permissible  rates  to 
cover  these  additional  expenses.  Inevitably,  less  credit  is  thus  being  made  availa- 
ble—less credit,  that  is,  than  would  be  available  under  "equilibrium  conditions"  in 
which  competitive  market  forces  rather  than  legislation  regulate  the  consumer 
credit  marketplace. 

And  the  results  would  not  be  random  across  the  economic  spectrum  of  consumers. 
By  applying  the  credit  scoring  systems  used  by  a  large  bankcard  service  to  families 
included  in  the  representative  sample  of  U.S.  families  covered  by  the  1967  Survey  of 
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Consumer  Finances,  Professor  William  C.  Dunkelberg  of  Stanford  University  (now 
at  Purdue  University)  identified  those  families  which  would  be  denied  credit  if  the 
lowered  returns  from  providing  consumer  credit  forced  an  increase  in  the  minimum 
score  necessary  to  obtain  credit:  "If  20  were  the  minimum  score,  raising  the  mini- 
mum to  25  would  eliminate  556  families  that  qualified  on  a  20  point  criteria.  Over 
70  percent  of  those  eliminated  would  have  a  family  income  of  under  $5,000  per  year. 
Over  90  percent  would  have  incomes  below  $7,500  per  year.  Thus,  the  incidence  of 
the  rationing  would  fall  heavily  on  the  lower  income  families."  [William  C.  Dunkel- 
berg, A  Lower  Rate  Maximum  for  Retail  Credit:  The  Impact  on  Consumers,  prepared 
for  the  National  Commission  on  Consumer  Finance,  1972,  page  16] 

Families  which  now  have  the  fewest  financial  options  would  be  most  adversely 
affected  by  such  a  move.  And  it  is  almost  a  certainty  that  many,  if  not  most,  of 
those  families  will  live  in  economically  distressed  areas  which  S.  15  seeks  to  protect. 
In  fact,  S.  15  appears  to  be  at  odds  with  the  Community  Reinvestment  Act  which 
became  effective  on  November  6,  1978. 

Even  though  that  act  does  not  apply  to  retailers — only  to  financial  institutions — 
we  recommend  that  this  subcommittee  examine  it  very  carefully  before  it  proceeds 
with  this  legislation.  The  Community  Reinvestment  Act  requires  federally  chartered 
or  insured  financial  institutions  to  define  their  local  community  or  communities  and 
expressly  to  help  meet  the  credit  needs  of  those  communities.  That  act  places 
financial  institutions  under  an  affirmative  obligation  to  identify  a  geographic  area 
and  affirmatively  to  help  meet  the  credit  needs  of  that  area.  This,  we  submit,  is 
precisely  what  S.  15  is  attempting  to  forbid. 

Although  retailers  are  unaffected  by  this  apparent  conflict,  it  does  illustrate  the 
divergent  social  policies  with  which  the  credit  granting  community  is  now  strug- 
gling to  comply.  And  the  sanctions  for  noncompliance  are  burdensome. 

Creditors  using  credit  scoring  systems  will  bear  a  particularly  heavy  burden 
under  S.  15  for  at  least  two  reasons:  (1)  it  would  prohibit  multiple  trade  area  credit 
scoring  systems  based  on  geography;  and  (2)  it  would  prohibit  a  creditor  from  using 
a  statistically  significant  geographic  characteristic  within  a  given  credit  scoring 
system. 

With  respect  to  trade  area  systems,  some  creditors  have  found  that  they  are  not 
necessary;  that  single  credit  scoring  systems  are  sufficiently  accurate  to  meet  their 
needs.  Other  creditors,  however,  in  an  effort  to  identify  and  serve  differing  credit 
markets,  have  developed  regional  credit  scoring  models  based  upon  each  trade  area 
which  they  serve.  They  have  found  that  regional  models  are  able  to  identify  credit 
predictive  characteristics  more  accurately  than  do  credit  scoring  models  based  upon 
multiple  trade  or  geographic  areas.  For  example,  a  retailer's  customer  base  for  a 
store  in  the  Borough  of  Manhattan  (New  York  City)  is  likely  to  be  significantly 
different  from  its  customer  base  for  a  store  in  Manhattan,  Kansas.  It  makes  eco- 
nomic sense  to  adopt  a  system  which  will  best  identify  the  likely  acceptable  credit 
risks  in  both  stores,  using  the  characteristics  found  to  be  unique  to  each  trade  area. 
As  now  drafted,  S.  15  would  prohibit  trade  area  models  based  upon  geography. 

With  respect  to  the  use  of  a  geographic  characteristic  (e.g.,  zip  code)  within  a 
given  model,  it  is  necessary  to  understand  how  a  credit  scoring  system  is  developed 
in  order  to  evaluate  the  potential  impact  of  S.  15.  While  it  is  not  practicable  in  the 
context  of  this  statement  to  enumerate  all  of  the  many  complex  procedures  involved 
in  developing  such  a  system,  some  generalizations  can  be  made  to  put  this  credit 
scoring  development  process  into  perspective. 

Many  characteristics — often  as  many  as  60  or  more — are  tyically  analyzed  in  the 
formulation  of  a  credit  scoring  system.  This  statistical  analysis  selects  those  charac- 
teristics which  are  most  highly  correlated  with  previous  credit  payment  perform- 
ance. Generally,  10  to  12  characteristics  are  found  to  be  statistically  significant 
predictors,  although  in  some  systems  as  few  as  six  are  found  to  be  statistically 
correlated  with  creditworthiness. 

Credit  scoring  systems  are  developed  by  a  statistical  comparison  of  the  character- 
istics of  known  good  and  known  bad  accounts,  using  a  computer  program  under 
which  the  one  characteristic  which  distinguishes  between  good  and  bad  credit  risks 
better  than  all  others  is  the  first  variable  to  enter  the  equation.  The  points  comput- 
ed for  individual  qualifications  of  the  second  and  succeeding  characteristics  included 
in  the  ultimate  score  are  dependent  on  points  computed  for  qualifications  of  the 
characteristics  which  preceded  it  in  entering  the  equation. 

Under  a  point  scoring  system,  only  the  aggregate  of  all  points  is  significant,  and 
no  legitimate  inference  can  be  made  out  of  context  about  the  points  attributable  to 
any  single  characteristic.  No  single  characteristic  will  typically  permit  an  approval 
or  cause  a  rejection  of  an  application.  Thus,  consideration  of  a  geographic  variable  is 
not  "redlining,"  because  that  single  characteristic  will  not  alone  serve  as  the  deter- 
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minant  in  reaching  a  credit  decision.  It,  like  any  other  significant  characteristic, 
will  only  contribute  to  the  overall  predictive  ability  of  the  credit  scoring  system. 

If  one  statistically  significant  characteristic  is  suppressed— i.e.,  not  permitted  to 
enter  the  equation— the  relative  point  values  of  the  other  characteristics  will  shift, 
inasmuch  as  the  statistical  relationship  between  the  variables  will  be  changed  as  a 
result  of  the  suppression.  However,  if  a  variable  is,  in  fact,  statistically  significant 
and  is  required  to  be  suppressed,  the  predictive  ability  of  the  system  will  be 
diminished. 

All  characteristics  that  have  a  potential  for  adding  statistical  separation  between 
good  and  bad  accounts  are  in  the  credit  scoring  system.  They  are  allowed  to  enter 
the  equation  in  the  order  of  their  ability  to  distinguish  between  good  and  bad 
accounts.  When  one  characteristic  which  is  significant  is  suppressed,  the  next 
strongest  characteristic  is  allowed  to  enter  the  equation  in  its  place,  but  that 
characteristic  will  not  have  the  ability  to  distinguish  between  good  and  bad  accounts 
as  accurately  as  the  suppressed  characteristic.  In  fact,  there  is  no  other  characteris- 
tic which  is  an  equally  good  predictor  to  take  its  place. 

When  a  statistically  significant  geographic  variable  is  suppressed,  it  does  not 
necessarily  follow  that  persons  who  would  have  been  rejected  under  the  credit 
scoring  system  using  the  geographic  variable  will  be  accepted  under  the  revised 
system.  Quite  to  the  contrary,  they  have  every  likelihood  of  being  rejected  under  the 
revised  system,  because  the  remaining  variables  will  take  on  different  relative  point 
values  and  the  cut-off  score  will  be  raised  in  the  revised  system  to  compensate  for 
its  reduced  accuracy. 

Said  another  way,  the  elimination  of  a  statistically  significant  geographic  variable 
in  the  development  of  a  credit  scoring  system  will  not  result  in  credit  approvals  for 
all  persons  who  would  have  been  denied  credit  under  a  system  developed  from  the 
same  data  using  a  geographic  variable.  It  will  only  differentiate  between  good  and 
bad  credit  risks  less  accurately,  with  the  result  that  more  persons  are  likely  to  be 
denied  credit  without  consideration  of  a  geographic  variable  than  would  be  denied  if 
such  a  variable  were  included.  Some  who  would  have  been  denied  credit  on  the 
basis  of  the  geographic  variable  will  undoubtedly  be  approved,  but  overall,  the 
rejection  rate  will  increase,  and  it  follows  that  a  greater  number  of  creditworthy 
persons  will  be  denied  credit. 

By  way  of  summary,  the  American  Retail  Federation  believes  that  enactment  of 
S.  15  would  produce  the  following  results: 

1.  A  reduction  in  the  amount  of  information  which  a  creditor  could  consider  in 
reaching  a  credit  decision,  whether  that  decision  is  based  upon  a  credit  scoring 
system  or  a  judgmental  evaluation; 

2.  A  reduction  in  the  predictive  ability  of  any  credit  scoring  system  developed 
from  the  reduced  data  base; 

3.  A  prohibition  against  taking  into  consideration  in  setting  credit  criteria  local 
laws  that  determine  permissible  rates  of  finance  charge  and  permissible  legal  collec- 
tion procedures,  all  of  which  affect  a  creditor's  costs  of  extending  credit; 

4.  A  prohibition  against  development  of  trade  area  point  scoring  models  based 
upon  customer  performance  in  each  such  trade  area;  and 

5.  A  reduction  in  the  amount  of  credit  available. 

It  is  the  position  of  ARF  that  any  one  of  these  results — and  most  assuredly  the 
cumulative  effect  of  all  five — would  more  than  offset  any  social  value  to  be  gained 
by  prohibiting  consideration  of  place  of  residence  of  an  applicant  in  evaluating  a 
credit  application.  Although  such  a  prohibition  might  sound  like  worthwhile  social 
policy,  it  is  bound  to  produce  an  antisocial  result.  In  short,  society — that  is  fellow 
Americans — would  be  disadvantaged,  not  benefited.  Accordingly,  the  American 
Retail  Federation  urges  this  Subcommittee  to  reject  S.  15  in  its  entirety. 
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I  should  like  to  list  for  you  a  number  of  law  suits. 
Rice  versus  Montgomery  Ward,  North  Carolina 
Cherry  versus  American  Oil  Company,  Georgia 
Shuman  versus  Standard  Oil  of  California,  California 
Desselles  versus  J.C.  Penney,  Louisiana 
Hester  versus  American  Oil  Company,  Tennessee 
Stanford  versus  Montgomery  Ward,  Delaware 
What  do  all  of  these  suits  have  in  common? 

They  are  all  suits,  initiated  by  individuals,  on  their  own  behalf  or  as 
members  of  a  class,  against  creditors. 

They  are  all  current,  no  final  judgments  have  yet  been  made. 
The  plaintiffs  in  each  case  contend  that  the  creditors  have  practised 
illegal  discrimination  as  defined  in  the  Equal  Credit  Opportunity  Act  in 
refusing  to  extend  them  credit. 

The  plaintiffs  contend  that  credit  was  denied  on  the  basis  of  either  sex 
discrimination,  racial  discrimination  or  discrimination  on  the  basis  of 
marital  status. 

In  each  case  the  creditor  in  question  employed  a  credit  scoring  system  of 
the  type  discussed  by  Dr.  Sparks. 

Now  in  this  group  of  suits  which,  to  the  best  of  my  knowledge,  is  exhaustive 
at  the  present  time,  there  are  no  suits  against  banks.  Whether  any  signifi- 
cance can  be  attached  to  this  fact  I  am  not  certain. 

Credit  scoring  systems  are  typically  promoted  as  being  superior  to  other 
methods  of  credit  decision  making,  notably  examination  of  individual  appli- 
cants credit  histories,  on  the  basis  of  cost.   They  are  also  claimed  to  be 
superior  by  virtue  of  the  fact  that  the  systems  are  empirically  derived, 
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objective,  and  that  individual  credit  decisions  can  be  made  without  re- 
course to  individual  managerial  judgment,  which  may  involve  subjective 
biases. 

*  Unfortunately,  creditors  using  credit  scoring  systems  may  be  practising 
illegal  discrimination,  even  though  on  its  face  their  systems  may  appear 
neutral  as  regards  the  variables  that  are  proscribed  under  ECOA.   Thus 
if,  upon  application  of  an  effects  test,  a  variable  in  a  credit  scoring 
system  is  shown  to  be  discriminating  illegally,  then  that  variable  is  de 
facto  an  illegal  discriminator. 

*  The  variable  Zip  Code  may  appear  neutral  on  its  face,  but  if  zip  code 
areas  inhabited  predominately  by  minority  groups  receive  the  lowest  point 
assignments,  then  the  courts  may  decide  that  illegal  discrimination  has 
been  practised. 

*  The  variable  occupation  may  appear  neutral  on  its  face,  but  if  secretaries, 
beauty  counsellors  and  meter  maids,  all  predominately  female  occupations 
are  awarded  low  points,  the  courts  may  conclude  that  illegal  sex  discrimina- 
tion has  taken  place. 

*  A  parenthetical  matter,  but  one  which  is  concerning  officials  at  the  Federal 
Reserve  Board,  is  the  practise  of  credit  screening  performed  as  a  service 
for  banks  by  credit  bureaus.   To  the  extent  that  a  bank  buys  a  list  of 
names  and  addresses  direct  from  a  credit  bureau,  or  provides  a  list  of 
names  to  the  credit  bureau  for  selection,  on  the  basis  of  some  set  of  cri- 
teria, and  those  criteria  specify  that  certain  inner  city  zip  codes  be 
omitted,  such  a  practise  could  be  viewed  to  be  illegal  racial  discrimination. 

*  Not  only  are  some  of  the  variables  employed  in  credit  scoring  systems  sus- 
pect, as  possibly  acting  as  surrogates  for  variables  declared  illegal  under 
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ECOA,  the  systems  themselves  are  biased.  The  language  of  ECOA  states  that 
the  sample  pool  from  which  the  applicants  are  drawn  to  develop  a  system  be 
representative  of  the  underlying  population.  But  the  developers  of  credit 
scoring  systems  do  not  typically  use  a  random  sample  of  applicants.  They  use 
a  random  sample  of  accepted  applicants,  applicants  who  were  previously  granted 
credit  on  some  subjective  basis.  Applicants  who  were  rejected  for  credit, 
perhaps  illegally  of  the  system  predates  ECOA,  do  not  figure  in  the  system 
development. 

Now  developers  of  credit  scoring  systems  will  say  that  they  use  augmentation 
procedures,  procedures  to  infer  the  payment  habits  that  the  rejected  appli- 
cants would  have  had,  had  they  been  granted  credit.   But  such  procedures  are 
doomed  to  failure.   As  an  example,  if  prior  to  ECOA  a  creditor  had  granted 
credit  to  men  and  never  to  women,  (a  practise  which  was  not  illegal),  in  de- 
veloping a  credit  scoring  system,  the  goal  of  augmentation  would  be  to  infer 
the  payment  habits  that  the  rejected  women  would  have  had,  had  they  been  granted 
credit,  on  the  basis  of  the  payment  behavior  of  the  men  previously  awarded 
credit.   As  far  as  I  can  see, no  matter  what  fancy  statistical  methodology  is 
employed,  performance  of  such  a  task  cannot  possibly  provide  sensible  results. 
There  are  many  other  problems  inherent  in  credit  scoring  systems.   Take  for 
instance  the  variable  occupation.   Most  systems  use  occupation  as  a  criterion  and 
the  systems  are  developed  on  the  basis  of  300-400  individual  occupations.   For 
a  variety  of  reasons,  these  individual  occupations  are  divided  up  into  be- 
tween 10  and  20  occupation  categories  in  system  development.   For  instance, 
the  category  office  worker  may  contain  the  individual  occupations  of  secretary, 
file  clerk,  typist,  library  assistant,  accountant,  bank  teller  and  so  forth. 
The  10  to  20  occupation  categories  are  typically  developed  a   priori  by  the 
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system  developer  -  a  fact  which  of  itself  offends  the  requirement  of 
ECOA  that  credit  scoring  systems  be  empirically  derived. 
But  let  us  see  what  can  happen  in  developing  a  system.   Let  us  suppose 
that  all  bank  tellers  in  the  sample  had  good  payment  records  and  a  sig- 
nificant proportion  of  secretaries  and  library  assistants  had  poor  pay- 
ment records.   In  system  development  the  bank  tellers  are  treated  not  as 
bank  tellers  per  se,  but  as  members  of  the  arbitrarily  developed 
category,  office  workers.   As  a  result  of  system  development,  office  workers 
as  a  group  may  receive  low  point  assignments   because  of  the  poor  payment 
behavior  of  the  secretaries  and  library  assistants.   In  particular,  bank 
tellers  receive  low  point  assignments  even  though  the  payment  performance 
of  bank  tellers  was  very  good. 

In  addition  to  the  issues  of  surrogate  illegal  discrimination  and  funda- 
mental system  development  problems,  there  are  serious  questions  as  to 
whether  the  use  of  certain  variables  either  makes  sense  or  fulfills  the 
objectives  of  ECOA  legislation. 

For  example,  in  one  system  which  I  examined  I  found  the  following  point 
assignments  for  the  variables,  time  at  present  address  and  time  with  employer 
Variable  -  Time  at  Present  Address: 

Less  than  6  months  39  points 

6  months  -  1  year  5  months  30  points 
1  year  6  months  -  3  years  5  months  27  points 
3  years  6  months  -  7  years  5  months  30  points 

7  years  6  months  -  12  years  5  months  39  points 
12  years  6  months  or  longer  50  points 
Not  answered  36  points 

Thus  applicants  who  have  lived  at  their  present  address  for  less  than  6 

months  are  awarded  39  points,  a  level  which  they  could  not  reach  again 

until  they  had  maintained  the  same  residence  for  seven  and  a  half  years. 
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Further,  applicants  who  have  been  resident  for  between  6  months  and  1  year 

5  months  (30  points)  are  considered  more  credit  worthy  than  those  resident 

for  between  1  year  6  months  and  3  years  5  months  (27  points).   A  person 

who  didn't  answer  the  question  receives  more  points  than  fifty  percent 

of  the  time  categories. 

Variable  -  Time  with  Employer: 

Less  than  6  months  31  points 

6  months  -  5  years  5  months              24  points 

5  years  6  months  -  8  years  5  months       26  points 

8  years  6  months  -  15  years  5  months      31  points 

15  years  6  months  or  longer  39  points 

Homemakers  39  points 

Unemployed  29  points 

Not  answered  29  points 

An  applicant  who  has  been  with  his  current  employer  for  less  than  6  months 
cannot  score  more  points,  cannot  be  considered  more  credit  worthy,  until 
he  has  been  with  his  employer  for  more  than  15  years  6  months.   It  is  better 
to  be  unemployed  than  to  have  worked  with  one's  employer  for  between  6  months 
and  8  years  5  months. 

Less  you  should  think  this  is  an  isolated  example,  Fair  Issacs,  the  lead- 
ing developer  of  credit  scoring  systems,  presented  the  following  typical 
point  assignments  for  time-at-address  in  a  comment  to  the  FTC:   less  than 
one  year,  5  points;  one  to  two  years,  0  points;  two  to  three  years,  5 
points;  three  to  five  years,  0  points;  five  to  nine  years,  5  points;  ten 
years  or  over,  21  points. 

The  Senate  Committee  on  Banking,  Housing  and  Urban  Affairs  which  considered 
amendments  to  the  Equal  Credit  Opportunity  Act  was  extremely  concerned 
that  creditors  advise  applicants  of  reasons  for  adverse  action,  since  it 
believed  disclosure  was  essential  to  achieve  the  goals  of  anti-discrimina- 
tion of  the  legislation.   However,  it  was  also  concerned  with  the  educational 
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value  to  applicants  of  knowing  the  reasons  for  adverse  decisions.   Thus: 

. . .we  believe  that  knowing  the  reasons  for  adverse  action 
will,  over  time,  have  a  very  beneficial  educational  ef- 
fect on  the  Credit  Consuming  Public. 

It  is  difficult  to  visualize  the  educational  benefit  for  a  declined 
applicant  who  has,  for  instance,  been  turned  down  for  credit  in  part 
because  of  his  time  at  present  address  or  time  with  employer,  to  know 
that,  in  the  short  term,  the  longer  he  retains  his  residence  and  job, 
the  less  credit  worthy  he  will  become,  and  that  if  he  wants  to  improve 
his  chances  of  being  granted  credit  he  should  move  his  residence  and  quit 
his  job. 

In  passing  the  Equal  Credit  Opportunity  Act,  Congress  appears  to  have 
been  unaware  that  points  awarded  to  the  characteristics  time  with  employer 
and  time  at  current  address  might  behave  in  such  a  nonlinear  manner. 
Thus,  in  making  suggestions  to  creditors  of  forms  for  notification  of  de- 
clined applicants  the  Senate  report  offers  the  following: 

...Your  application  is  declined  because  it  does  not  meet 
our  membership  requirements  with  respect  to  length  of 
residence. 

or  again, 

It  has  been  our  experience  that  applicants  who  do  not 
meet  these  requirements  at  one  time  may  qualify  later 
on  after  achieving  additional  residence  and  employment 
stability.. . . 

A  check  mark  method  for  advising  applicants  is  also  offered,  an  extended 
form  of  which  forms  part  of  Regulation  B  which  implements  the  Equal  Credit 
Opportunity  Act. 

Clearly  these  suggestions  do  not  allow  for  nonlinear  relationships  be- 
tween points  awarded  and  the  variables  of  time  with  employer  and  time  at 
current  address.   A  strict  interpretation  of  Regulation  B  might  lead  to 
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the  conclusion  that  creditors  with  systems  involving  such  nonlinear  re- 
lationships are  operating  those  systems  in  per  se  violation  of  the  Equal 
Credit  Opportunity  Act. 

Now  developers  of  credit  scoring  systems  well  understand  that  such  point 
assignments  might  cause  a  problem,  since  they  are  totally  lacking  in  face 
validity. 

Indeed,  Churchill  and  his  co-authors  have  argued  in  the  journal  The  Credit 
World,  that  face  validity  is  necessary  for  scoring  systems,  for  if  it  is 
not  present: 

...experience  suggests  that  loan  officers  will  destroy  the 
system  by  making  unwarranted  exceptions  or  by  assigning 
more  palatable  weights  to  selected  demographic  character- 
istics. 

This  problem  is  addressed  in  system  design.   Let  me  quote  from  a  Fair 

Issacs  Technical  Manual  describing  the  development  of  a  typical  credit 

scoring  system. 

the  next  step  is  to  define  restrictions  which  the  popu- 
lation good/bad  score  weights  must  satisfy.   These  re- 
strictions are  imposed  to  ensure  that  the  set  of  weights 
will  appear  reasonable  to  field  personnel. 

For  example, 

the  points  awarded  to  an  applicant  under  25  years  of 
age  be  less  than  or  equal  to  the  points  awarded  appli- 
cants who  are  25  to  31.   Similar  restrictions  are  placed 
on  all  other  pairs  of  age  classifications  with  the  over- 
all result  that  older  borrowers  must  receive  more  points 
than  younger  borrowers. 

Other  sample  restrictions  in  this  example  are  that  the  score  for  renting 

accommodation  be  less  than  or  equal  to  the  score  for  owning  or  buying, 

and  that  the  scores  for  years  at  the  address  and  years  on  the  job  must 

not  decrease  as  the  number  of  years  increases.   In  a  sample  credit  scoring 


398 


system  development  described  in  the  booklet,  the  impact  of  these  restric- 
tions is  felt  in  three  of  the  seven,  or  over  forty  percent  of  the  demo- 
graphic characteristics  making  up  the  system. 

*  What  is  the  significance  of  the  employment  of  this  procedure?   One  of  the 
strongest  arguments  in  favor  of  credit  scoring  systems  is  they  are 
nonjudgmental  and  thus  individual  applicants  are  not  subject  to  the  hazards 
of  arbitrary  judgments  by  individual  credit  managers.   However,  the  employ- 
ment of  a  procedure  such  as  that  outlined  above  ensures  that  the  biases  of 
field  personnel  are  built  into  the  system  itself.   The  empirical  purity  of 
a  credit  scoring  system  is  thus  severely  compromised  by  employing  a  pro- 
cedure which,  a  priori,  places  restrictions  on  the  weights.   Further,  it 
insulates  those  biases  from  change;  raises  their  usage  to  an  institutional 
level;  and  conceals  them  under  the  aegis  of  scientific  objectivity. 

*  It  has  been  argued  that  criticism  of  both  objective  and  judgmentally  modi- 
fied systems  represents  a  logical  inconsistency.   From  my  perspective  both 
the  retention  of  systems  lacking  intuitive  credibility  and  doctoring  such 
systems  to  lend  them  credibility  are  unsatisfactory  strategies  for  making 
an  unacceptable  practise   acceptable. 

*  What  then  is  the  fundamental  issue  which  divides  the  proponents  of  credit 
scoring  systems  from  those  few,  who  at  the  present  time  have  spoken  out  a- 
gainst  such  systems.   On  one  issue  at  least  there  is  total  agreement,  that 
by  its  very  nature  credit  decision  making  is  discriminatory:   some  people 
are  given  credit,  some  are  not. 

*  The  issue  that  divides  the  camps  is  the  choice  of  which  variables  to  use  in 
order  to  perform  that  discrimination. 

*  The  proponents  of  credit  scoring  argue  that  they  should  be  allowed  to  use, 
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indeed  that  it  invalidates  their  systems  if  they  cannot  use,  any  variables 
which  are  able  to  separate  statistically  the  goods  from  the  bads.   At  the 
same  time,  however,  they  attempt  to  avoid  usage  of  historic  credit  perform- 
ance variables,  variables  of  proven  discriminatory  power  which  also  have 
an  explanatory  relationship  with  future  credit  performance.   For  credit 
scoring  proponents  statistical  discrimination  based  on  information  which 
comes  free  is  the  sole  criterion  by  which  the  suitability  of  a  variable 
should  be  judged.   Presumably,  if  it  could  be  shown  that  blondes  were  more 
credit-worthy  than  brunettes,  that  lefties  were  more  creditworthy  than  right 
handed  persons,  and  that  persons  with  poor  eyesight  were  more  creditworthy 
than  those  with  good  eyesight,  then  the  philosophic  position  of  credit 
scoring  proponents  would  argue  for  inclusion  of  such  variables  in  their 
credit  scoring  systems.   In  this  vein,  one  of  the  major  national  retailers 
has  already  demonstrated  that  the  first  letter  of  a  persons  last  name  is  a 
good  discriminator  of  good  and  bad  credit  risks. 

On  the  other  hand  I  would  argue  that  the  treatment  of  individual 
credit  applicants  as  members  of  arbitrarily  formed  groups,  groups  formed 
on  the  basis  of  mere  statistical  but  non-explanatory  relationships  with 
credit  performance  is  at  root,  anathema  to  the  basis  philosophic  and  cul- 
tural heritage  of  American  civilization. 

No  matter  where  we  look  in  this  culture,  where  decisions  concerning  the 
future  have  to  be  made  on  individuals,  those  decisions  are  typically  made  on  the 
basis  of  an  individual's  anticipated  performance,  a  most  crucial  indicator  of 
which  is  his  actual  historic  performance  in  a  similar  or  a  related  area.   How 
many  of  you  here  today  were  promoted  to  your  current  positions  because  of  your 
zip  code  or  the  age  of  your  automobile?   I  suggest  that  you  were  promoted  on 
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the  basis  of  your  individual  historic  work  performance  as  being  the  most 
salient  indicator  as  to  how  well  you  would  perform  in  your  current  job. 
Of  those  of  you  who  went  to  college,  how  many  of  you  were  selected  by  the 
college  of  your  choice  on  the  basis  of  your  father's  occupation  or  whether 
or  not  he  owned  or  rented  your  home;  or  how  many  of  you  were  selected  be- 
cause your  individual  performance  in  achieving  high  school  grades  was 
worthy  of  the  educational  institution.   Why  should  this  concern  for  in- 
dividual performance  be  any  different  in  the  credit  area? 
Is  there  nothing  inherently  wrong  in  making  a  credit  decision  on  an  indi- 
vidual simply  on  the  basis  of  statistical  relationships,  while  eschewing, 
indeed  avoiding  knowing,  whether  or  not  the  applicant  had  performed  well 
or  badly  when  previously  awarded  credit? 

Indeed,  in  making  credit  denial  decisions  by  a  credit  scoring  system  and 
simultaneously  avoiding  knowledge  of  credit  history,  creditors  are  turning 
down  for  credit,  applicants  who  have  good  credit  history  but  whose  demographic 
characteristics  do  not  accord  with  their  statistical  models. 
I  have  to  ask  you  -  does  that  square  with  the  American  n?.tion  of  fairness? 

How  many  of  you  here  today,  although  you  might  be  disappointed, 
could  not  accept  being  turned  down  for  credit  if  you  had  been  late  paying 
your  bills,  or  if  you  had  defaulted  on  your  previous  obligations. 
But  how  many  of  you  would  not  object  strenuously,  even  if  the  system 
operated  within  the  law,  if  you  were  denied  credit  because  of  the  age  of 
your  automobile,  because  you  rented  your  accomodation,  because  you  paid 
low  rent,  because  of  your  occupation,  or  because  you  had  ommitted  to  open 
both  savings  and  checking  accounts  at  your  bank. 

How  many  of  you  would  not  be  especially  outraged  to  learn  that  not 
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only  were  these  irrelevant  criteria  employed,  but  that  the  actual  system 
was  designed  to  avoid  any  checking  of  your  previous  credit  performance. 

By  way  of  summary;  for  users  of  credit  scoring  systems  there  are 
potential  problems  looming  large.   The  use  of  such  systems  may  indeed 
be  found  illegal  under  ECOA,  either  by  virtue  of  the  use  of  variables  acting 
as  surrogates  for  illegal  characteristics  or  because  the  systems  themselves  are 
statistically  unsound. 

Further,  even  if  not  presently  illegal,  the  use  of  such  systems,  it 
seems  to  me,  violates  a  fundamental  right,  in  general  accorded  citizens  in 
this  society,  the  right  to  be  treated  as  an  individual. 

Those  of  you  who  have  instituted  or  are  considering  instituting  credit  scoring 
systems  would  do  well,  I  believe,  to  weigh  in  the  balance  these  issues  of 
law  and  philosophy  against  the  cost  savings  you  may  enjoy. 
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